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@ When you are asked to recommend an 
accounting course, the educational back- 
nd of the International Accountants 
iety, Inc., will give you complete confi- 
dence. The five men composing our Execu- 
tive Educational Committee are respon- 
sible for [AS educational policies and activ- 
ities. The sixteen Certified Public Account- 
ants composing the IAS Faculty prepare 
text material, give consultation service, or 
grade examination papers. Some give full 
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time, others part time, to IAS work. Our 
Advisory Board consists of forty outstand- 
ing Certified Public Accountants, business 
executives, attorneys, and educators, who 
counsel with the [AS Management, on 
request, about technical accounting, edu- 
cational, and business matters. 

The uniformly high caliber of these men 
is eloquent testimony to the quality of 
IAS training. 
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GEORGE P. ELLIS Practicing Certified Public Accountant; Member of Faculty, International Accountants 
+ Former President, 
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Chairman, Board of Directors, International Accountants Society, Inc.; Dean Emeritus, 
College of Engineering, Cornell University; Former President, American Society of Mechan- 
ical Engineers; author of “Cost Finding,” “Industrial Economics,” and other textbooks. 


Vice-Chairman, Board of Directors, International Accountants aS Inc.; Former Chair- 
man, Board of Directors, The Ronald Press Company; Former Director, | eee 
Management, New York University; author of “Office Management” and other 


Educational Director, International Accountants Society, Inc.; author of * “Accounting Con- 
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DEXTER S$. KIMBALL 
M.E., LL.D., D.Sc. 


LEE GALLOWAY 
B.Sc., Ph. D. 


B.Sc., C.P.A. cepts of Profit,” “Analyzing Financial Statements,” “Principles of Accounting,” “ Wbat 
the Figures Mean,” and numerous technical articles on accounting and allied subjects. 
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Additional information about this training will be sent to you in booklet form, on request. 


SPOCCHOSSSSSSSSSSSSSSSSSSSSSSSSSESSSSSESSSSHSOHSSSSEHHHHHOHHHOOOOSSCLEEETATAL 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 
A Correspondence School Since 1903 

209 WEST JACKSON BOULEVARD 

CHICAGO 6, ILLINOIS 











THE WAVY LUNES @ ARE 


A LAMONTE TRADE-MARK 


OPPORTUNITY 


Checking accounts have in- 
creased rapidly in the past few 
years. How can a banker make 
the most of this new traffic which 
includes so many potentially 
profitable accounts? One way to 
secure the lasting good will of 
customers new or old is to sup- 
ply them with checks litho- 
graphed on fine quality La Monte 
Safety Papers. Thousands of 
bankers have found this a prof- 
itable course. Why not ask your 
lithographer for samples or 
write us direct. 


GEORGE LA MONTE & SON 


NUTLEY + NEW JERSEY 
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THE PRESIDENT’S PAGE 


T should be of special interest to the membership of Tue Instrrute 

or INTERNAL AupitTors and to the general public interested in our 
profession that five new chapters were formed during the year ending 
September 30, 1952. These chapters are in Sydney, Australia; Scandi- 
navian Countries; New Jersey; Salt Lake City, Utah; and Toledo, Ohio. 
We now have 44 chapters. This is further positive evidence that internal 
auditing departments are organized in many companies in practically 
all of the cease cities everywhere. 

What is even more important is the desire of people concerned with 
internal auditing in their companies to meet with one another regularly 
to discuss their mutual problems and to have the other benefits provided 
through the activities of the National organization. 


I am certain that some of the interest shown by internal auditors, 
in meeting with others and in being provided with technical articles 
such as those appearing in this periodical, results from the trend toward 
new fields of internal auditing activities. There appear to be new fields 
opening up constantly in many companies and in governmental agencies 
and there is need to keep everyone informed of these developments. 


It is my opinion that opportunities to develop new fields of auditing 
in our companies will not usually present themselves unless we have 
thoroughly cultivated the old fields. In other words, we must have 
convinced our managements that our past services have been fruitful 
and worthwhile. 


I cannot help but look back about eleven years, prior to the organ 
ization of Tue InstiruTE, to remember that we internal auditors had 
yractically no convenient reference available to ascertain what was 
Roles done in our field in other companies. I personally have derived 
such vast benefits from the activities of Tae INstrrure and its publica- 
tions that I cannot refrain from making these comments. This is my first 
opportunity to express myself as the newly elected President of Tue 
InstiruTE. I recommend that you read every article printed in The 
Internal Auditor. Our Editorial Committee has always done an excellent 
job in selecting the best technical papers available for publication. 


—C. J. Guesqurere. 








INNOVATIONS IN AUDITING 
REPORTS* 


By H. R. SYMES 
Assistant Auditor, The Detroit Edison Company 


Through our reports the managements of our companies are learn- 
ing more and more about the value of internal auditing services. The 
more they use our services, the more we need to present our findings, 
conclusions, and recommendations in that form in which our manage- 
ments can best use them. 


This report on a recent field survey describes some interesting 
and unusual methods of reporting which internal auditors are using 


today. 


EVERAL years ago the president of our company suggested that we 
issue copies of our yearly summary report on audits to all of the 
company’s executives. This was an innovation to us since, in the past, 
such reports had been given only to the president. Each executive had, 
during the year, received reports on audits covering specific operations 
for which he was responsible. We envisaged this new report as a 
concise statement of conditions, as disclosed by our audits, for each 
major company function. 


In order to plan the kind of report most suitable for presenting 
audit facts and findings on a broad plane to members of top manage- 
ment, we started inquiring about the practices of other internal auditors. 
These inquiries disclosed a wide and varied practice of reporting on 
audits. The most uniform and consistent type of reports issued were the 
reports covering a specific audit assignment. We found that several 
auditors were issuing some very interesting and unusual reports on 
operations but only a few were issuing reports to the president of their 
companies and only one was giving such a broad report to other mem- 
bers of management. 


It appears that the method of reporting on audits and operations 
varies considerably among us and that an exchange of ideas, experiences 
and practices would be beneficial to all of us. 


*Paper delivered at National Conference of Electric and Gas Utility Accountants, 
New York. April, 1952. 
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INTERNAL AUDIT REPORTS — DEFINED 


In order to establish a basis for discussion, I believe we should have 
some definitions so that we may have a better understanding of the 
nature of our survey. 


First, what is an Internal Audit Report? Earle Cunningham, 
General Auditor for General Motors Corporation, gave this definition: 
“In general terms we might say that an “Internal Audit Report” is 
a communication from the Internal Auditor to his reporting authority 
in which he: 

1. Acknowledges his assignment. 

2. States the scope of his examination. 

3. Sets forth any limitations made or encountered. 

4. Conveys his findings, opinions, conclusions and recommenda- 

tions. 


The physical form of this communication will vary with auditing 
objectives. 


For example, the Internal Auditor who is appointed to represent 
the stockholders or board of directors and reports solely to such author- 
ity, would develop a report quite different in physical form, style of 
composition and comments, from the type of report prepared by an 
Internal Auditor reporting directly to the Comptroller. I believe, we all 
would agree, that the form and content of reports will necessarily vary, 
according to the purpose they serve and the authority and personality 
to whom addressed.” 


TYPES OF INTERNAL AUDIT REPORTS 
Internal Auditors generally make use of the following types of 
reports: 
Oral Reports. 
Memorandum Reports. 
Letter Reports. 
Questionnaire Reports. 
Technical Reports. 


PPP 


1. Oral Reports: These reports are frequently used to supple- 
ment some form of written report. We have employed the oral report 


MR. SYMES is Assistant Auditor of the Detroit Edison Company with which 
company he has been affiliated for the past twenty years. He joined this com- 
pany, in 1933, as an accountant, and he was promoted to his present position in 1946. 
Prior to his present affiliation, he was with Price, Waterhouse & Co. He is a graduate 
of Michigan State College. 

Mr. Symes is a member of Tue Instrrute and during 1949-50 he served as 
president of the Detroit Chapter. He is also active in the Edison Electric Institute. 
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for explaining procedures and for immediate correction of minor situ- 
ations on the job. 


2. Memorandum Reports: Reports of this type are generally used 


in those instances where the Internal Auditor works closely with his 
reporting authority. In these cases, the memorandum is issued by the 
Internal Auditor directly to the reporting authority, and contains a brief 
statement of salient facts pertaining to a certain audit. In some in- 
stances the report may be passed along to top management, or such 
information as, in the opinion of the reporting authority, may be desir- 
able, is first summarized and then passed along to management. Mem- 
orandum reports are generally rendered on inter-organization stationery 
or specially designed forms. 

Another common example of memorandum reports is one 
addressed to the Auditor which consists of a statement from the field 
auditor of his findings, comments and observations of the field operations 
and conditions. It is usually informal and gives the Auditor explanatiofis 
of conditions at the location audited or conditions pertaining to the 
accounts or the operations. 


3. Letter Reports: Letters are used to report briefly on a particu- 
lar condition and are generally issued to persons responsible for the 
operation under audit. They are quite often used where short and 
frequent reports are most effective. Letters are also used to supplement 
the formal written report, particularly when the Auditor finds it neces- 
sary to issue interim-reports covering matters requiring prompt con- 
sideration by management. 

I find that most of us use this type of report in varying degrees. 
One company issues a weekly letter. I believe this to be rather unique 
and will discuss it more fully later. 

4. Questionnaire Reports: This type of report consists of a series 
of pertinent questions, arranged by audit features, that can be answered 
by “yes” or “no,” by check marks, or by brief comments. Its principal 
advantage lies in the uniformity of coverage and information obtained; 
and the possibility of using less skilled examiners with the assurance 
that all steps will be performed. It is used primarily in the verification, 
reconciliation or confirmation audit processes. 

5. Technical Reports: This is the kind of a report most of us are 
issuing. It is the professional type of report that is of the greatest useful- 
ness to our managements. The technical report is more often associated 
with a specific audit assignment. The physical structure and composi- 
tion of the technical report vary considerably. This probably is as it 
should be, since we must tailor such a report to the person to whom it is 
addressed. 
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In reviewing a number of these reports, I found that there were 
some uniform characteristics. The salutation part of the report showed 
to whom it was addressed, from whom the report came, the subject 
and the date. Next, a paragraph containing a statement of the scope 
of the audit, with comments about any limitations thereon. 

From here on, the findings, conclusions and recommendations 
varied in their presentation and in order of sequence. Some companies, 
in which the report consists of more than four or five pages, have the 
conclusions following directly after the scope of the examination, with 
findings enumerated briefly thereafter. This usually takes the form of 
a summary with the complete report attached. 

If we consider the physical form of our technical reports, it appears 
that they may be oral, memorandum, letter, questionnaire, or more 
formal types. 

With these definitions of the kinds of reports issued by auditors, 
we now are in a position to discuss some specific reports and some 
unique methods used by some of us to present our audit findings. 

Before considering some of the more comprehensive technical 
reports, I would like to comment on some unusual types of memorandum 
and letter reports. 


WEEKLY LETTER 

In one utility company, the Auditor issues a “Weekly Letter” to 
the president. The letter contains brief comments on audits in progress, 
as well as a report on audits completed during the week. Copies of this 
letter are sent to each member of the management group. The letter 
form was particularly adaptable to the kind of information being 
reported. for it showed the company’s estimated pay roll costs of con- 
version operations compared with actual costs up to a specified date. 
It also showed the current number of employees on the conversion 
contractor’s payroll compared to a year ago. and the amount expended 
to date in relation to the estimated costs. The letter also included other 
matters of managerial interest that had been disclosed by the audits in 
progress. For example. in a current audit of the Meter and Installation 
Department, it was found that under the present accounting procedure 
there was not a sufficiently detailed analysis of nonproductive labor to 
provide operating superintendents with the basic information for apprais- 
ing the efficiency of operations. The weekly letter contained comments 
on this situation and on studies in progress to improve the procedure. 


MEMORANDUM REPORT 
Another type of report is called a “Memorandum” and sets forth 
the Audit Program for the year. It is addressed to the Controller and 
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issued by the Auditor. It presents very briefly the objectives of the 
Auditing Department for the coming year. It also sets forth, in schedule 
form, the approximate hours to be spent and number of reports to 
be issued for auditing each of the various activities, in comparison with 
last year. Explanations are made about large variations, either increases 
or decreases. 


In our company, we have recently adopted a company-wide pro- 
gram of outlining our auditing objectives for the coming year for each 
major operating phase of the company. We have utilized the “Memor- 
andum” type report, addressed to the Executive Vice-President, and 
made it as brief as possible. It is primarily concerned with only major 
changes or new audits to be undertaken. 


FUNCTIONAL REPORTS 


We hear much today about functional accounting and the bene- 
fits to be derived therefrom. Certainly equally as important is functional 
auditing. By this I mean audits covering a complete major function of 
the company. 


In our recent survey we found that some 28% of the companies 
were issuing what might be termed a functional report. These reports 
are generally of the highly technical type and deal with audits of specific 
major functions. The functional report is only useful where the audit 
program is broken down into a number of specific audits of separate 
locations or accounting units. 


We have utilized this type of report for several years. The objec- 
tive of these reports is to summarize for management all of the major 
findings and recommendations disclosed by periodic audits made during 
a year. As an illustration. inventories are taken at each warehouse and 
audit reports are issued setting forth the results for each individual 
warehouse. At the end of a selected period a functional report is issued 
covering the broad aspects of all the stores activities. The report is 
addressed to the Auditor with copies to the Storekeeper and the execu- 
tive to whom he reports. The functional reports include comments on 
general trends based on audit findings. on efficiency. and on compliance. 
They sometimes raise questions regarding company policies with respect 
to certain operations. 


We find that these reports have been well received and are useful 
to managers responsible for certain operations, since it gives them an 
over-all view of operations and conditions. We have also used these 
reports at the company’s weekly executive meetings as the basis for 
reporting situations or assisting in determining company policies 
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I would like to give you the comments of two auditors who use 


this type of report. 


1. “Monthly reports are issued in connection with our responsi- 
bility for taking complete physical inventories of all of the 
company’s materials and supplies, other than fuel stocks. These 
reports contain the results of our inventory operations for the 
particular month and other pertinent comments concerning 
these activities. The reports are addressed to the Auditor and 
copies are furnished the company’s General Storekeeper and 
the Vice-President to whom he reports.” 


to 


“Functional reports are prepared only on cost-plus contracts 
audited. The report is issued to the Controller and a copy to 
outside auditors.” 


I find that the more common type of functional report is the kind 
that covers the audit of a particular subject, account, or activity. Gen- 
erally, such reports briefly refer to the period audited, the scope of the 
examination, together with a description of major irregularities that 
were disclosed, and any recommendations or suggestions for changes 
and improvements. Usually the reports are addressed to the Department 
Head primarily responsible for the activity reviewed, with copies to 
other Department Heads or operating Vice-Presidents who would be 
interested. 


As an example of this type of functional report, I have selected 
one of the reports covering the physical inventory of materials and 
supplies general stock. The inventory taking was spread over a five- 
month period. Unannounced visits were made to the storerooms for 
the purpose of making the physical counts. The results were sum- 
marized and compiled into one report covering an appraisal of the 
conditions and amounts of adjustments. This type of report effectively 
gave management the whole picture relative to general stock. 


The characteristic of functional reports is that they summarize 
into a general statement the conditions disclosed through the audits of 
all similar operations, accounts or activities throughout the company. 


ANNUAL REPORTS 


The annual report is not as technical as some of the reports just 
described. It is, I believe, a more professional type of report, since it 
presents in less technical language a general summarization of the sig- 
nificant results of audits and related activities. It is presented to the 
authority to whom we report and others of the management group. 


In our recent survey we found that about half of the companies 
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issued an annual report and that the remainder did not. The survey 
also revealed that among the companies rendering annual reports, the 
method of presentation varied as well as the authority to whom the 
report was issued. 


In order to give you a better perspective of the varied practices, 
I will repeat the comments received from some members pertaining 
to their annual reports. 


1. “We prepare an annual report summarizing the audit opera 
tions for the year. The report is sent to the Comptroller. Data 
is taken from our report and incorporated in the Comptroller's 
report to the President, covering operations of his department 
for the year. Through this means, the salient facts pertaining 
to audits reach top management.” 


2. “A report is prepared by the Controller addressed to the Presi- 
dent, which covers an over-all report of accomplishments and 
plans for the departments reporting to the Controller, which 
includes Internal Auditing.” 


This report is a somewhat different form of annual report than most 
[ have seen. It is called a “Future Planning Report.” The report lists 
the accomplishments for the past year, with brief statements as to the 
completion of the auditing objectives as originally outlined at the begin 
ning of the year. Comments are also made on other work performed 
during the year, not included in the original objectives. Other factors 
covered in the report are measures of audit performance, work simpli- 
fication, organizational changes and training. The report concludes 
with an outline of the objectives for the coming year. 


3. “We prepare a comprehensive description of our auditing activi- 
ties each year, whick: is not only desirable for record purposes, 
but also affords our President and other members of the man- 
ment, as well as our independent auditors, essential information 
for appraising the extent and scope of our auditing coverage. 
Most of the findings of our special investigations are discussed 
at some length in our weekly letters; hence, the annual report 
contains, primarily, a summary of audits completed during the 
year. On the other hand, since our routine operations are dis- 
cussed very infrequently in our weekly letters, and then only 
in a restrictive manner, they are described more fully in the 
annual report. Copies of the report are furnished to each mem- 
ber of the company’s management, i.e., Chairman of the Board. 
President, Executive Vice-President, and each Vice-President in 
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charge of our various administrative groups. A copy of the 
report is also made available to our outside auditors.” 


This report, consisting of twenty pages, covers a general statement 
on results of audit operations, personnel, audits of cash, pay rolls, cus- 
tomers’ accounts, materials and supplies, power bills and tax audits, and 
other audit activities. Two exhibits show the organization of the depart- 
ment and a summary of inventory differences by stock classes for cur- 
rent and past years. 


In my company, we publish a very similar annual report of the 
Auditing Department. Our report is issued to the Chairman of the 
Board, President, Executive Vice-President, three Vice-Presidents, Sec- 
retary, Treasurer, Controller, four Managers and the Public Account- 
ants. This is the report mentioned earlier, which our president asked 
us to present to each executive of the management group. 


We have endeavored to summarize only the more significant facts 
disclosed by our audits and related activities during the year. The report, 
which consists of only ten pages, contains: 


a. A statement of the purpose and objectives of internal auditing. 


b. Brief comments on the general trends and conditions as deter- 
mined by our audits pertaining to company revenues, expendi- 
tures, properties, and materials and supplies. 


c. A list of special surveys and studies made at the request of exec- 
utives, personnel relations, organizational changes and operat- 
ing statistics. 

In order to assist the executives in reading our report, we inserted 
in front an abridged “Summary” which briefly states, in single sen- 
tences, the key facts determined by the audits of each company activity, 
with reference to the page in the report which contains more complete 
information. 


The primary purpose of this annual report is to inform manage- 
ment, as well as the company’s public accountants, as to the general 
situation with respect to adequacy of controls, compliance with company 
policies, efficiency of operations and safeguards against losses. With its 
broad circulation throughout the company, it effectively serves as a 
brochure on the services of internal auditing. This has been particu- 
larly true among operating Managers and Department Heads in the 
non-accounting and non-financial phases of the company’s operations. 
Since the publication of our annual reports, we have received many 
requests for our services which, I sincerely believe, would not otherwise 
have been solicited. 
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I do not wish to convey the impression that our annual report is 

the ideal report. The point I wish to make is that an annual report, such 

as this, affords the Auditor the opportunity to inform executives about 
internal auditing by means of actual case histories. 


CONCLUSION 


Internal auditing is still a relatively new service to management 
and, hence, it is up to us as Internal Auditors to acquaint executives 
with the functions of internal auditing. 


Internal audit reports are one of the principal means by which 
management determines the professional status of the Internal Auditor, 
and measures the efficiency of the operations of the Auditing Depart- 
ment. 


As the managements of our companies utilize more and more the 
services of internal auditing, one of the most important facts which we 
should keep in mind is that management is not interested in how the 
auditor performs his examination. The fact that he is selected for his 
professional qualifications carries the implication that he knows what 
to do and how to do it; consequently, management is only interested in 
the auditor’s findings, opinions and recommendations. In addition, most 
executives are too busy to spend a lot of time reading comprehensive 
detailed reports. We, therefore, should acquaint ourselves with the kinds 
of reports and methods of reporting that most effectively convey our 
message. 





Human felicity is produced not so much by great pieces of good 
fortune that seldom happen, as by little advantages that occur every 
day. 


—BENJAMIN FRANKLIN. 








FUNCTIONS OF 
THE INTERNAL AUDITOR 


By G. T. BODMAN 


Assistant Controller, Continental Oil Company 


The statement, Responsibilities of the Internal Auditor, issued by 
Tue Instirute in 1947, indicated the scope, limitations and general 
nature of a typical internal auditor’s work at that time. Here is a rather 
complete set of illustrations which together form a concept of the 
nature of the activities of a modern internal auditing department. 


T is difficult to define the functions of the internal auditor in the 

modern concept of his responsibilities. The scope of his assignment 
depends not only upon the industry in which he is employed but also 
upon the basic functions entrusted to him in his particular company. 
Furthermore, much depends upon the individual internal auditor’s 
background of education and experience and his personal qualities such 
as initiative, imagination, and ability to inspire confidence and secure 
co-operation of his fellow workers. 


What an internal auditing department should not do is perhaps 
as useful as a statement of what it should do. It should not be restricted 
to a verification of clerical accuracy. It should not be limited to a deter- 
mination that sound accounting principles have been followed. It should 
not operate as a detective or police force. It should not assume operating 
functions nor issue operating instructions. Rather, it should function 
as a highly skilled, thoroughly experienced, and co-operative diagnos- 
tician. 


RESPONSIBILITIES OF THE INTERNAL AUDITOR 


One of the early major projects of THe InstrruTe or INTERNAL 
Aupirors was to determine just what should be considered as the 
responsibilities of the internal auditor. A few illustrations of the appli- 
cation of these principles may best present one concept of this important 
staff function. 


RELATIONSHIP WITH PUBLIC ACCOUNTANTS 


The relationship between the internal auditor and his company’s 
public accountants should be one of mutual understanding. The public 
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accountant and the internal auditor are not competitive but rather are 
complementary one to the other. Although retained by management 
or by stockholders, the responsibility of the public accountant is prim- 


arily to stockholders, creditors, including banks, government, and the 
public. 


On most assignments the published financial statements are the 
focus of the public accountant’s work and it is with the soundness of 
these statements, upon which he expresses his opinion and stakes his 
reputation, that he is principally concerned. In reporting to manage- 
ment and the general public, he should determine the position of the 
company at a given date, the results of its operations for a given period, 
and the existence of adequate control procedures, principally those which 
affect accounting records. 


He is not necessarily interested in operating efficiency, compliance 
with company policies, appraisals of company policies, industrial rela- 
tions, and similar subjects recognized to be within the field of internal 
auditing. 

Internal auditing functions and procedures which are of particular 
interest to public accountants include: 

1. Auditing of income and expense accounts. 

2. Auditing vouchers. 

3. Physical test of inventories during the year. 

4. Confirmation of receivables (those which are not confirmed 
by the public accountant). 

Auditing of pay rolls. 
Auditing of cash receipts and disbursements. 


Periodic surprise cash counts and bank reconciliations. 


ONIUDH MK 


Accounting for fixed assets by physical inspection. 


The internal auditor should avoid duplicating the public account- 
ant’s work, excepting as it is necessary to discharge his responsibility 
to management effectively. He is and must remain a “company man”’ 
with a perscnal interest in the success of his company. The Securities 
and Exchange Commission holds management responsible for published 
financial statements whether or not they are “certified” by public 
accountants; therefore the prime responsibility for such statements is 
that of management. Regarding this, the Securities and Exchange Com- 
mission has stated: “Accountant’s certificates are required, not as a 
substitute for management’s accounting of its stewardship, but as a 
check upon that accounting.” The internal auditor has an important 
role as management’s aide in accounting for its stewardship. 
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Internal auditing therefore is a distinct profession in that it has 
different areas of operation, different objectives, different techniques. 
different end results, and a different market for its merchandise; that 
is, different products and different customers. 


CONTROL 

The delegation of responsibilities, which is so necessary in large 
organizations, has frequently lessened par performance and effective 
administration because of misinterpretation, procrastination, misunder- 
standing, neglect, poor judgment, and other human weaknesses. 


It therefore becomes necessary to set up what we recognize as 
internal control, i.e. setting of proper standards of performance; mea- 
surement of actual performance against standards, noting exceptions 
or variations; and determining the extent to which correction is possible. 


Management control comprises the whole area of management in 
the exercise of its direction over business. Some common methods of 
control are budgetary control, cost control, production control, inventory 
control, cash control and internal auditing—the “keystone” control. 
I believe it is proper to consider the definition of “keystone” as “a part 
or force on which associated things depend.” The internal auditor who 
believes that his work carries with it this importance and that manage- 
ment considers him in this respect will, I am certain, take a broad 
view of his functions. 


Some of the corporate activities which require systematic control 
are acquisition and receipt of goods and services; the handling and care 
of company assets; utilization of company assets and resources; dis- 
position of company assets and services; and meeting the various regu- 
latory requirements imposed by the Government. 


Some of the tools utilized by management for the exercise of this 
control are: 


1. Organization—the delegation of authority and responsibility, 
whether it is centralized or decentralized. 





2. Accounting—with reference to legal requirements and also to 
effect and establish accountability for the varied operations of 
the company. 

3. Establishment of standards. 

4. Establishment of forward plans. 

5. Personnel administration, including selection and training. 

6. Establishment of methods and procedures in the office, in the 


shop, and in the field. 
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NI 


Financial analysis. 


8. Internal auditing—which is exercised under t~~ distunct func- 
tions: 
a. Protective functions, such as verification, compliance, and 
conservation of assets. 


b. Constructive functions, such as the critical analysis and sug- 
gestions for improvement in policies, procedures, and per- 
formance. 


Internal auditing, therefore, can and should be an important activ- 
ity in effective administrative control. 


Effective management controls require certain written mediums, 
for example: 


1. A Policy Guide, setting forth the over-all company policies 
with regard to its corporate operation and the policies of the 
respective departments. 


to 


An Organization Guide, which defines by department the basic 
functions and the specific responsibilities and objectives of that 
particular unit and its subdivisions. 


3. Authority Limitations. This medium clearly states the authority 
of the department managers, the regional managers, and their 
delegation of authority. Such authority may be extended more 
by limitations than by defining what the managers do. 


With management controls so clearly stated, the internal auditor 
is in a position to make a valuable contribution by rounding out and 
supplementing this system of internal control and by serving as an 
observer of facts and situations of which management might not other- 
wise become aware. 


It is therefore necessary that he enjoy a close working arrangement 
with those who define the controls and determine methods and pro- 
cedures, not for the purpose of developing procedures, but of appraising 
their adequacy from an internal control standpoint. 


INTERNAL AUDITING ACTIVITIES 


Frequently internal auditing is confused with internal check. One 
of the outstanding objectives of internal auditing is to determine the 
effectiveness of internal check. 


Internal auditing comprises two general classes of activity, clerical 
auditing and managerial auditing. A certain amount of clerical auditing 
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is necessary to establish required verification and, as such, is co-ordin- 
ated with the managerial auditing function. 


Management auditing should have among its objectives: 


1. Whether policies are being carried out as established for: Oper- 
ations, including accounting and financial, internal control. 
2. Whether policies may be improved. 


3. Whether operations and accounting have helped or hindered 
customer relations. 


4. Whether waste or unnecessary losses have taken place. 


Management audits cannot be limited to accounting functions only. 
They must also cover such activities as Operations, Taxes, Insurance. 
Advertising, Purchasing, Traffic, Credit, and Customer Relations. In the 
course of his work, the internal auditor should be particularly alert to 
any possible defects in personnel relations that might adversely affect 
morale and operations. 


It is incumbent upon him to check performance and not what is 
claimed to have been performed. It is only in this manner that he can 
assure top management that work is being done in compliance with 
established policies and procedures. In this respect he operates as a 
reviewer and critical analyst for management. 


It is recognized that the internal auditor is not a technical expert 
in fields outside his profession, but he can apply his training in man- 
agement, economics, organization, accounting, statistics, and personnel 
relations to the appraisal of policies and compliance therewith. 


It is important that he determine that management reports are 
prompt, accurate, properly interpreted; that they are comparative, and 
that they reflect operations by lines of accountability. 


In order to determine the degree of compliance, he must, of course. 
be thoroughly familiar with company policies, organization guides, 
authority limitations, budgets and procedures, and be prepared to offer 
constructive criticism of company policies as they affect employee rela- 
tions, public relations, management control, internal check, efficiency. 
and profits. Another very important function is to assure management 


that there has been proper compliance with governmental statutes and 
regulations. 


In some instances he may be in a position to make inspection of 
physical property and equipment with regard to appearance, safety, 
preservation, standardization, etc. 
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It is within the scope of his responsibilities to review operations to 
determine whether a particular activity really belongs in the company’s 
economic field. He should also question whether the activity serves a 
worth-while purpose. 


An informed internal auditor is a convenient and reliable vehicle 
for the interpretation of policy in the course of his audits, especially if 
he knows the “why” back of executive pronouncements. In this way 
not only will compliance be better but those to whom such interpreta- 
tions are made will carry on their work more intelligently, with more 
interest, and with greater desire to cooperate in attaining management's 
objectives. 


The internal auditor affords an excellent medium for taking suc- 
cessful and efficient procedures from one assignment to another. He 
can become a virtual clearing house of ideas. 


It has long been his function, and he cannot afford to relegate it 
to the background, to prevent and detect misappropriations, defalcations, 
and thefts. However, prevention is far superior to detection. 


The internal auditor can well devote time to the study of his organ- 
ization, in order to spot individuals with potential supervisory qualifica- 
tions. He, probably more than anyone else, is familiar with the entire 
company organization. Today, with its manpower shortage, it is quite 
possible that he, in the course of his work, can uncover just the man 
someone is looking for. On the other hand, internal auditing is an 
excellent training ground for developing departmental executives. 


HOW CAN MANAGEMENT HELP THE INTERNAL AUDITOR 
ACHIEVE THESE OBJECTIVES? 


The internal auditor should receive recognition from management. 
He should be vested with the proper authority to carry out his assign- 
ments; in him should be reposed the responsibility that will be the incen- 
tive to his accomplishment. He should be given written instructions 
as to what management expects of him and as to what his responsibilities 
are. 


Independence is the principal asset of the internal auditor, without 
which there is serious impairment in his usefulness; therefore he should 
be free of any departmental allegiance. 


Internal auditing, like management, must be dynamic in the con- 
cept of its functions as well as in the execution of its assignments. To be 
static is to become stagnant and stagnation is death. 








THE PRE-EMPLOYMENT TRAINING 
OF INTERNAL AUDITORS* 


By W. J. EBER 


The matter of teaching internal auditing in colleges has aroused 
considerable interest during the past few years, both among colleges 
and among practicing auditors. Several chapters and individual mem- 
bers of our INstrrute have taken the lead in promulgating and teaching 
such courses. 


Professor Eber here discusses the major aspects of the problem: 
first, what should the colleges teach? and second, how should they 
teach it? If the courses are designed for pre-employment training of 
practicing internal auditors the answers to these questions depend upon 
what kinds of knowledge and ability successful internal auditors require. 


N thinking of training internal auditors in the period prior to employ- 

ment, I have assumed that we are interested chiefly in the part 
played by the colleges. Training for any type of work has its roots much 
further back than that, but for our particular purpose, it is the college 
phase which is of most concern. I think that I shall divide the problem 
into two parts: 


1. What kind of a curriculum should we have? 


2. How should we develop and teach the courses which we have 
selected? 


We will now consider these two questions in that order. There are 
two extreme fields of thought on the matter of the curriculum. One 
promulgates emphasis on the arts and science courses, the other on 
intense specialization in technical accounting courses. Fortunately most 
pusiness schools shun both extremes and use an intermediate combin- 
ation—broad background courses during undergraduate years and spe- 
cialization during graduate. 


Perhaps a quotation from a report by Professor Schmidt given at 
an Accountant-Educator Conference at Ann Arbor may be in order. 
“On one thing the accountants all seem to agree: that is, that nowhere 





*A talk given at a meeting of the Saginaw Valley Chapter of Tue Inst1rure or 
INTERNAL AUDITORS 
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along the educational line do our graduates pick up a really adequate 
command of written and spoken English. Our training today is too 
much pointed up in technical accounting, while the profession wants 
men with better training in General Business and Economics. We need 
more businessmen and fewer technicians. A course in human relations 
would be more useful than a course in municipal or stock brokerage 
accounting.” ** 


Does not this require more knowledge of the social sciences and of 
functional fields of business and less of narrow concentration on only 
theory, techniques, and processes of accounting? Should not the account- 
ant have a better grasp of research methods, and of the presentation of 
research results? And of methods of correlating his knowledge of 
accounting with other pertinent materials? And finally of human rela- 
tions? 


In his remarks on Internal Auditing to the Senior Class in Business 
Administration at Wayne University in 1949, Mr. Joseph V. Mencotti. 
an Assistant Supervising Auditor of General Motors Corporation stated 
that General Motors’ experience indicates that the Internal Auditor is 
comprised of about 25% Technical Knowledge, 25% Communication 
or Expression Ability, and 50% Human Relations. These are set down 
in order of availability to students; however, it is unfortunate that the 
order of importance is the exact reverse of the availability. Let me illus- 
trate why good human relations pay dividends. The Internal Auditor 
believes his recommendations are for the benefit of the mutual employer 
and wants to “sell” them to the local management, who realizes the 
auditor had several advantages over the executive who made the deci- 
sion, viz., hindsight, adequate time to consider all aspects, greater overall 
knowledge of the company as a whole, and often the benefit of having 
encountered a like situation. Under these conditions, one needs good 
human relations to bring about a constructive discussion. 


Students majoring in accounting can be classified according to pur 
pose as: 

1. Background for general business career. 

2. Tax and audit work for the government. 

3. Public accounting. 

4. Accounting career in private industry. 


a. General or Constructive Accounting. (analysis, recording. 
interpreting, reporting) 


**Leo A. Schmidt, “Employers’ Conference Evaluates Accounting Curriculums, Re 
cruitment, Placements,” The Journal of Accountancy, October, 1948, pp. 299-993 
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b. Cost and Budgetary Procedure. 


c. Taxation and other problems of government regulation. 
d. Internal Auditing. 


Are the needs of each class of students so different that a special 
offering of courses for each is necessary? Some educators would answer 
this in the affirmative. Apparently, this point of view accepts the theory 
that education consists of special training for work to be done after 
graduation. Most accounting educators would accept this theory in a 
modified form, but would insist that education includes more than an 
accumulation of knowledge. Professor Harper of Chicago University 
was said to have addressed his classes upon the first meeting by saying 
this and only this—“‘By age 25 every student should have a well thought 
out and significant philosophy concerning his life; by 30 he should 
have formulated a code of ethics by which to live with that philosophy. 
If you haven’t done this, you are an ignoramus or a fool, uneducated, 
probably unhappy, and a danger to society. That is all, good day!” 


In accounting, certain basic techniques must be emphasized, but 
beyond this point education in accounting should teach students to learn 
for themselves what they need to know. There are numerous skills 
and areas of information that students can postpone learning until the 
need arises—I would not include in these such essentials as legible hand- 
writing, clear expression both oral and written, excellent spelling, habits 
of neatness, accurate and objective analysis, and careful checking of 
results. 


Next, proceeding on the assumption that excessive specialization 
should be avoided, the accounting curriculum best designed to fit the 
needs of each type of accounting student—and this would include those 
who later enter internal auditing work—would be one that accepts the 
goal of professionalism. That is, the objective would be to prepare 
students for professional public accounting careers. The high degree of 
competence required and the necessity of discerning, formulating, and 
solving professional problems would develop basic ways of thought that 
would benefit all students of accounting. A professional course in 
accounting should not imply professionalism in the same sense that it 
is — of in connection with training for law, engineering, or medi- 


MR. EBER has been on the tinilie of Central Michigan College, since 1948, 
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absence from that school in order to join the firm of Harris, Reames, and Ambrose, 
C.P.A.’s in Lansing, Michigan where he is a member of the auditing staff. Previously, 
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tine. Professional training of that type represents specialization that 
may be incompatible with demands placed upon public accountants 
who should have the broadest possible background. To my mind, pro- 
fessional training in any field implies (1) the development of a capacity 
within each trainee for leadership, (2) provision for a spirit of investiga- 
tion and innovation, and (3) creation of a sense of responsibility toward 
standards of conduct. 


Let us now turn to a consideration of what types of professional 
courses are most appropriate. I would suggest four possible groupings. 


1. Basic Technique Courses—general accounting, cost accounting, 
auditing, statistics. 


to 


Special Technique Courses—government accounting, systems, 
brokerage accounting, accounting in specific industries. 


3. Descriptive Courses—economic geography, taxes, banking, mar- 
keting, corporation finance. 


4. Policy Determination and Administration—cost and budgetary 
control, production control, business economics. 


Now looking briefly into the second part of the problem, viz., how 
to teach the courses which we have selected. The real value of any 
academic course quite obviously depends upon more than its name or 
even the specified text content of the course. Of major importance is the 
manner in which the course is developed and presented by the instructor. 
What really counts is the extent to which real meaning is conveyed to 
students so that something is carried away in the form of a principle, 
a philosophy, or a mode of action. We must be ever aware of the funda- 
mental fact that information as such—whether it relates to techniques. 
events, conditions, data, or anything else—has no really lasting value 
to a student unless he understands the underlying purposes, the prin- 
ciples involved, and the relation to business management. Such a result 
equips the student so that he may recognize the application to future 
problems and thus enable him to form sound judgments and make 
intelligent decisions. In what ways can we improve our courses to do 
that sort of thing? One of the areas in which I believe great improve- 
ment is possible is in the way techniques are presented. What may hap- 
pen is that the technique wiil be presented in such a way that the stud- 
ent memorizes the technique or its application without any real under- 
standing of its origin or the function which it serves. The proper 
approach on the contrary is to emphasize the underlying problem and 
need, and then to develop the technique as a means of meeting that need. 


Another important area of potential improvement is to integrate 
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the subject matter with basic management needs. The basic manage- 
ment needs involve in the main, protection of the assets for which 
management has assumed custody, the effective current control of opera- 
tions, and planning and policy determination to the end of maximizing 
profits in a long-run sense. My final observation in connection with the 
most useful presentation of courses is that they must provide the setting 
through proper problem and case material for the student to do original 
and creative thinking. The characteristics of what I consider good prob- 
lem material include at least the following: 


a. The presentation of questions or problems in the setting of situa- 
tions which approximate as closely as possible real business 
situations. 

b. The necessity for the student to ferret out the real issues from 
extraneous material. 

c. The presentation of alternative choices which involve contro- 
versial and conflicting matters, so that judgment must be exer- 
cised in arriving at a decision. 

d. The later review of the factors to develop habits of orderly 
analysis, weighing of alternatives. and formulation of sound 
judgments. 


We must recognize the limitations of not only existing academic 
materials, but of the student and faculty as well. Academic materials 
of course have the limitation of being reduced to printed pages without 
the business setting itself. Students have the limitations of frequently 
being immature and unacquainted with business conditions. Faculty 
members must recognize to a greater extent the need for participation 
in business and professional activities .This can be facilitated by: 


The allowance of more time for these contacts and activities 


The underwriting of the costs of these contacts and 


pS 


The granting of leaves of absence during which faculty mem- 
bers can work actively in a professional accounting way. 


Tue Institute or INTERNAL Auprrors and the American Account- 
ing Association conducted a limited survey in order to determine the 
present status of the course in Internal Auditing.’ It is interesting to 
note some of the comments submitted to the inquiry—only a few are 
included herein. “We feel that the subject of internal auditing is too 
narrow to justify an entire course on this subject. We are, however, 
giving some thought to a course covering the special features of con- 


“The Course in Internal Auditing,” The Accounting Review, October. 1948 
pp.414-417. 
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trollership of which internal auditing would be part.” Another one, this 
one indicating a completely separate course in internal auditing. “It is 
felt that there is a definite place for internal auditing as a course in our 
curricula. As presented to our students it is placed on the senior and 
graduate level with cost accounting and auditing as prerequisites. The 
course is viewed as a correlation of accounting theory and practice. 
Emphasis is placed upon the procedural responsibilities of the internal 
audit staff. The student is given a two week introduction to the organiza- 
tion of an internal audit office plus heavy emphasis upon the relation 
between internal check and control and the duties of the internal auditor. 
In the subsequent four weeks the student receives a thorough indoctrin- 
ation in procedure analysis which is followed by three additional weeks 
dealing with internal audit work papers and the audit report. We also 
take up in the latter part of the course the relation between the external 
and internal auditor.”” Now for one explaining a combination course, 
“In our present auditing course, which carries three semester hours 
credit, we are using both an auditing text and a book on internal audit- 
ing. Parallel assignments are made in both texts, but in terms of class 
discussion time, since much of the material in the internal auditing 
book is a duplication of verification procedures, I would estimate that 
something less than one-third of our time is devoted to a discussion of 
the specialized aspects of internal auditing. We feel very strongly that 
our accounting students need at least a general acquaintance with the 
field of internal auditing, not only to make them aware of the existence 
of such a field, but generally to acquaint them with the objectives and 
method of approach of the internal auditor as a matter of generally 
useful information.” Lastly, a comment that portrays a more or less 
typical condition throughout the country. “We believe that our single 
course in auditing is ample for the needs of our school at this time, 
and do not plan to add to the subject in the immediate future. We believe 
that the subject of internal auditing has not received the attention it 
deserves in our general auditing courses, when merely a casual men- 
tion is made of the subject in one or two of the chapters in several of the 
current auditing texts.” 


These comments would lead one to feel that the subject of auditing 
should be rather carefully reviewed at this time. Graduates need an 
understanding of the aspects of internal auditing as well as those of 
external or public auditing. Likewise, public accountants who come in 
to work with private business need a suitable background in the opera- 
tion of internal auditing. 


The New York State Society of Certified Public Accountants re- 
cently made a survey of sixty-three public accounting firms which was 
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obviously a small number statistically but was considered to be a reliable 
cross-section of firms.* The results showed a value placed upon different 
subjects as follows: First, the technical ones—Accounting Principles, 
Auditing, Accounting Problems, Arithmetic, and second, the language 
usage ones—Business English, Report Writing, and English Composi- 
tion. Deficiencies among recent graduates were pointed up, also, under 
the following headings: 





a. Prior to College—Grammar, Handwriting. and Spelling 


b. In College—Inability to make clear oral or written statements 

c. Over-all Characteristics—Initiative and Imagination lacking 

d. Professional Ethics—Graduates are acquainted with them, but 
lack real understanding of them. 


It would appear that college schools of business must stress more 
than heretofore the whole area of language usage if the advice of prac- 
ticing accountants is to be utilized. In addition to this students must 
at the same time be impressed with the importance of certain major 
qualifiations that an auditor should possess, viz., character (can be relied 
upon to be on the job regardless of surveillance; should be essentially 
fair and have a pride of workmanship), ability (recognize matters 
which are important as distinguished from those which are un-im- 
portant; be able to reason from primary facts to sound conclusions), 
and personality (friendly, speak pleasantly, present a neat appearance. 
and assume the operating employees have performed conscientious and 
intelligent work and that the auditors responsibility is to determine 
the facts justifying this). 


I think the following concepts ought to be assimilated somewhere 
in the auditor's training: 
A. An awareness that the work done during the audit is valuable 


only to the degree that it can be translated into clear, intelli- 
gent, and interesting reports upon which management can act. 

B. Using the objective viewpoint so he will ask himself not what 
he is to check, but what facts he is to ascertain. 


C. The primary purpose of training is not to lay down arbitrary 
rules, but to form habit of thinking clearly. 


D. The terminology and procedures customarily followed in prac- 
tice cannot be repealed over night even though a change might 
be advisable. 


“Background for Public Accounting”, 1951, The New York State Society of Certified 
Public Accountants, 677 Fifth Avenue, New York 22, N. Y. 
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E. An understanding of the significance of the phrase “of a rela- 
tively material amount”. 


F. The basic principles of “internal check and control”. 
G. The two major schools of thought in the practice of internal 
auditing: 


1. This group, the larger of the two, lays primary emphasis 
upon the review of accounting and financial matters as a 
means of evaluating the system of internal control. 


to 


Another group is concerned with measuring the efficiency 
of performance of specific departments or other functional 
units of the organization. 


One of the greatest failings of the schools in the training of auditors 
has been in placing the major and sometimes the sole emphasis upon 
formal auditing procedures to the exclusion of human relations, pro 
fessional characteristics, report writing, managerial use, etc. Lest one 
becomes too critical of the colleges, I would like to point out a few 
difficulties in pre-employment training of auditors: 


1. When the junior auditor finds an inconsistency between his 
training and what he is doing on the job, he is likely to conclude 
that his training didn’t mean anything. 


to 


There is a tendency of students in a practical situation to seek 
textbook authority for everything instead of arriving at the 
correct decision by his own reasoning. 


3. There is a danger of carrying ideas of abstract perfection so far 
that they become practical absurdities. 


4. Many teachers have no practical experience with which to 
temper their formal course material. 


I think we can expect the greatest of improvement and percentage 
increase in quantity of textbooks and supplementary materials in the 
field of auditing than in any other business subject in the next few 
years. Particularly should the area of internal auditing gain much prom 
inence. 








ACCURACY CONTROL AND 
THE TABULATING DEPARTMENT 


By C. W. PLUM 
Assistant Controller, Standard Oil Company of Ohio 


The tabulating machine method is being used more and more for 
accounting operations which involve a large volume of similar transac- 
tions. Also, companies that use punched-card equipment are finding 
more accounting jobs that the machines can do better. They are being 
used to write checks, ledgers, reports and other end products of the 
accounting system as well as to accumulate and classify detailed data. 


In the field of internal auditing, reliance on internal check is con- 
tinually increasing. As the use of accounting machinery becomes more 
widespread, the auditor is faced with a material change in accounting 
operations. This change requires new methods of internal check and 
accuracy control. The auditor must therefore appraise these new meth- 
ods in order to assure that the results will be accurate if the system 
is operating as designed. 


SOME ADVANTAGES OF MACHINE ACCOUNTING 


HAT are the measuring sticks to use in deciding whether to 

change an accounting operation to machine methods? The most 
obvious ones are savings in dollars, earlier release of reports, uniformity 
of records, and flexibility in order to produce more types of statistical 
information. 


Another important factor is that machine accounting itself is a 
method of accuracy control. This is especially true when finished reports 
are produced in the tabulating department. thereby eliminating possible 
errors in reworking or typing the tabulated data. Furthermore, a tabu- 
lating unit is an excellent place to originate the control figures against 
which to check the totals of manually prepared data. In an accounting 
system using hand methods primarily, the weaknesses of a poor system 
can often be overcome by installing elaborate and sometimes costly pre- 
audits and post-audits of the clerical accuracy. Thus the internal check 
usually is superimposed on the accounting procedures. However, in a 
tabulating installation the accounting procedures may be so tied up 
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with the internal check that it is difficult to distinguish between the two. 
Accuracy control is rot superimposed on previously established opera- 
tions. Rather, it is built into and becomes an integral part of each 
accounting procedure. 


Our experience at The Standard Oil Company indicates that it is 
advisable to spend the necessary time to set up a machine system care- 
fully and watch it for a time by careful checks. Once the proper accuracy 
control is established. considering the possibility of machine failure as 
well as human error, it remains effective during subsequent accounting 
changes, often decreasing the magnitude of change-over problems. 


In the field of auditing. reliance on internal check is continually 
increasing. As the use of accounting machinery becomes more wide 
spread, the auditor is faced with a material change in accounting records. 
internal check and accuracy control. The internal auditor must now give 
more consideration to the machine system and the adequacy of controls 
He must be able to assure himself that if the system is operating as 
designed the results will be accurate. 


REQUIREMENTS OF SYSTEMS VARY 


A survey of different machine installations would show many dif 
ferences in their end products. as well as in the complexity of the jobs 
performed. Therefore. different standards of accuracy control are called 
for, depending on the nature of the work. Obviously, more extensive 
controls are needed, for example. when payroll checks are actually 
written by the machine than when payroll expense distribution is the 
only machine operation. Because of these differences. the following dis 
cussion of accuracy control covers those points which are important in 
my own company. Our tabulating unit. along with other jobs. prepares: 

1. General ledgers. income and expense ledgers. and trial balances 

classified for consolidated statement purposes with a segrega 
tion of intercompany and interdepartment eliminations. 


bo 


Property records for five companies and five functions of an 

integrated oil company. This includes the control figures for 

capital expenditures. depreciation calculations. personal prop- 

erty tax calculations, and balance sheet classification 

3. Stockholder records and dividend checks. 

4. Checks for the purchase of crude oil from 25,000 royalty and 
operating interests. 

5. Payroll checks with stub showing gross pay. approximately six 

teen types of deductions, and net pay. 
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ADMINISTRATIVE PRINCIPLES 


One of the first principles in attaining accuracy control is the 
segregation of the machine and clerical operations. The machine oper- 
ator’s function is to make test tabulations, final tabulations, and spot 
checks. The control clerks prepare simplified control figures, and com- 
pare them with the tabulated results. A related minor point is that 
corrections on tabulated reports be made only by an authorized control 
clerk and only after the cards have been corrected. Made-over cards 
should be preserved with the date of remaking and initials of the author- 
izing and verifying clerks. Any change in a single card voids a previous 
control proof figure. 


FEATURES IN THE PREPARATORY STEPS 
During the past year we have been changing our property records 
from a manually posted ledger to a tabulating card system. This involved 
the preparation of over 200,000 cards, with more yet to come. By the 
use of colored pencil underlining and well-planned abbreviating, the 
key punching was done from the original records. Thus, we followed 
another accuracy principle, that of using the original source wherever 


possible. 


Batch control is an essential feature of accuracy control in a tabu- 
lating machine installation because it provides for systematic work flow, 
and simplified balancing with pre-established totals. 


In the card originating operations the accuracy control features 
are especially important. All cards should be completely verified or at 
least sight-checked. Key punchers and verifiers should know the chart 
of accounts and errors should be corrected at the earliest point. In the 
punching operation, speed is secondary to accuracy. It is not sufficient 
just to correct the immediate trouble; it is essential to check back to the 
point where the error originated. 


In order to correct errors at the earliest point, we usually prepare 
a listing of every item of information in detail. This is costly, but our 
experience has shown this to be a valuable aid when cards become 
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mutilated and when there is a quick need for information contained 
in the detail cards. 


Another accuracy tool on which we place reliance is the use of 
colored, pre-punched cards. For example, in our payroll system the 
types of payroll deductions are distinguished by card colors. We even 
carry this one step further by prepunching control digits in the different 
cards to assure mechanically the proper classification. 


EXTENSIVE USE OF MASTER CARDS 


One of the major considerations in machine accounting is the 
repeated use of the same information. Most of the problems in this area 
can be overcome by the extensive use of master cards—for once a fact 
has been recorded it will be available as long as the need exists. Not only 
is the information available, but the use of master cards has a direct 
bearing on costs and speed. Our payroll system, for example, which 
permits payroll checks to be tabulated, burst, signed, and immediately 
placed in the envelope without further check, would be impractical 
without the use of master cards. 


In our property record system the entire process of tabulating cap- 
ital budgets, capital commitments, and capital expenditures has been 
built around the use of master cards. As long as original information 
is correct, the machines will complete the job of summarizing asset 
classification, years of life, and account chargeable for depreciation. 
This information is incorporated in master cards. With these cards, 
expenditures are classified and turned into property record cards. It 
even permits the immediate disposition of expense items incurred in a 
capital project and thus eliminates intermediate analysis work. We 
avoid the postponement of charges to operations until completion of 
the project. 


In our general accounting tabulating work, master cards do the 
important job of policing all entries. These master cards “kick out” 
errors and focus the accountants’ attention on the exceptional or unusual 
transactions without burdening him with routine detail. These master 
cards provide such a complete classification of each transaction that 
figures for our monthly statements can be released before the conven 
tional trial balance and detail ledgers have been completed. 


CONTROL FEATURES AVAILABLE IN NEW MACHINES 


The constant improvement in machines provides additional accur- 
acy controls in accounting work. Our general philosophy could be 
summed up by saying, “Let the machines do as much as possible and 
let the numerous control features make the results more accurate.” 
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Without becoming technical, it is worthwhile considering a few 
of these available controls. One of the most useful is the zero balance 
technique which provides indication of trouble when it occurs. It might 
stem from faulty performance of the machine or from wrong informa 
tion in the tabulating cards. The accounting machine can readily indi- 
cate trouble and will do it more reliably than the most conscientious 
operator. For example, when we write payroll checks the check stub 
total is subtracted from the check pay amount, and if the result is not 
zero, the difference is printed right in the center of the pay check. 
That check is as good as cancelled. Another example is found in our 
crude oil payment checks. The accounting machine prints asterisks 
over the entire check amount field whenever any type of trouble hap- 
pens. 


In the older models of tabulating machines all totals were built 
up independent of each other. In using the new machines. an important 
control point is being by-passed unless the wiring uses the feature known 
as “total transfers.” Subtotals should build up to intermediate totals 
and the intermediate totals should add to final totals. If a single sub- or 
intermediate total is incorrect. the final amount will reflect that error. 
And if the final result balances. all subtotals are probably correct. 


PLUG BOARDS ALSO ASSIST IN CONTROL 


Experience has convinced us of the advantage of permanent plug 
boards. A permanently wired plug board pays for itself in a very short 
time. Even once-a-year jobs may justify a permanent board. These 
boards are a valuable part of accuracy control. All boards should have 
covers and be numbered. There must be clear-cut setup instructions. 
and any changes on permanent plug boards should be authorized by 
supervisors. It is particularly important to give any new plug board a 
complete test that covers all requirements of the job, which includes 
indication of any possible trouble. 


Plug board diagrams, in addition to flow charts, should be integral 
parts of tabulating department manuals. Manuals are not only neces- 
sary for instructing and answering questions pertaining to procedure 
but are helpful in improving the administration of the department. 
Facts left unrecorded often cease to be facts, and procedures may get 
distorted unless they are spelled out in written form. 


ADEQUATE HOUSEKEEPING IS NECESSARY 


Good housekeeping is not normally associated with accuracy con- 
trol, particularly where accounting is done by manual methods. In 
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machine accounting, however, housekeeping habits often spell the dif- 
ference between good and bad performance. These elementary rules 
are helpful: 


1. Well-organized method of handling repair requests and periodic 
inspection and insistence on prompt corection of machine 
failure. 


to 


Daily machine tests to check all counters, selectors, and type 
bars. 


3. Daily inspection of all brushes and daily cleaning of feeds 
4. Periodic inspection of plug boards to tighten loose wires and 
replace broken clips or damaged wires. 
Adequate file space for all tabulating cards is essential. Cards should 
be kept in trays at all times. To have a place for everything and every 
thing in its place is essential in tabulating operations. 


SUMMARY 


The examples of accuracy control methods which have been con 
sidered are not all-inclusive. There are many other minor checks. The 
poinis discussed are the more basic and interesting of those which we 
feel are useful in our own accounting job. Some of the features now 
well-established resulted from embarrassing situations which arose 
because the controls were not adequate. 


Machine accounting itself is a method of accuracy control. -It is fast 
becoming accepted for most accounting which involves large volume 
To secure the most from a machine installation. accuracy control must 
be intertwined with the accounting procedures. It must be provided 
for in the planning. Controls should not be superimposed on previously 
established operations. 





The moment you step into the world of facts. you step into the 
world of limits. You can free things from alien or accidental laws, but 
not from the laws of their own nature. 


—G. K. CHEsTERTON. 








PUTTING THE SHOE ON 
THE OTHER FOOT’ 


By DONALD E. DOOLEY 
Internal Auditor, Weyerhaeuser Timber Company 


This article is addressed to internal auditors only and is intended 
to evoke lively debate about a common problem: that of obtaining coop- 
eration from, as well as giving cooperation to, other groups with whom 
we work. Mr. Dooley says this article scarcely nibbles at the edges of 
the problem. He leaves the door open for others to express more ade- 
quately the something that needs to be said on the subject of what the 
internal auditor has a right to expect from others. 


UCH has been said regarding those things which management. 
public accountants, systems men and others expect from the 
internal auditor. I feel that something needs to be said on the subject 
of, “What the Internal Auditor Has a Right to Expect from Others.” 


Examination of magazine articles, papers, and speeches in the 
general area confirms that there is a preoccupation with what others 
expect from internal auditors. Take some typical examples from pub- 
lications of Tue INstiruTe or INTERNAL Auprrors. The March, 1950 
issue of The Internal Auditor contains an article entitled, “What Top 
Management Expects from the Internal Auditor”. Mr. Arthur Kent 
delivered a paper at the 9th Annual Conference on, “What Internal 
Auditing Has to Offer to Top Management”. Speeches such as one pre- 
sented by Mr. C. E. Jarchow, at the 7th Annual Conference in Chicago, 
covered the subject of “Controllership and the Internal Auditor” basic- 
ally as follows: (1) management has problems; (2) internal auditing 
can solve problems; and (3) management expects internal auditors to 
aid in solving some of management's problems. 


Who delivers the talks on the relationship of internal auditing to 
public accounting? It is usually a public accountant. What does he 
talk about? What the internal auditor expects of the public accountant? 
He approaches the subject from his own viewpoint. Very probably the 
gist of his remarks will be as follows. 





*Presented at Pacific Coast Regional Conference of Tue Instirure or INTERNAL 
Aunprtrors, Vancouver, August, 1952 
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. . . Even if the public accountant feels that he has ample reasons 
for reliance upon the effective performance of the internal audit 
staff he cannot, as a matter of principle, substitute their work on 
various classes of accounts for his own audit functions, because 
the public accountant has his independent responsibility to the 
stockholders and directors. But where the internal audit staff is 
known to be competent and efficient, and where there is an ade- 
quate system of internal control, the public accountant is ordinarily 
justified in modifying the extent of his coverage. . . 


In other words, the public accountant expects effective perform 
ance, competence and efficiency on the part of the internal auditor and 
he expects that an adequate system of internal control exists. In return, 
he may be justified in modifying the extent of his coverage. 


Nobody among the authors I have reviewed, with the notable 
exception of Mr. William H. Garbade, has suggested that internal 
auditors have any right to expect anything from anybody. Mr. Garbade 
spoke on “How Management Can Serve Internal Auditing”, at the 10th 
Annual Conference in New York. This encouraging idea comes not from 
an internal auditor but from the president of an oil company. Has any 
auditor expressed the idea that he has a right to expect anything from 
anyone? If so, my research has not resulted in finding a report of it. 
The usual approach probably evolves because internal auditors by 
nature think in terms of ways in which to improve their services. I do 
not intend to criticise this concept of service to others; rather, I believe 
the manifestations of the concept require examination and appraisal. 


Consider some of the alternative approaches to the problems cre 
ited by this reluctance to express the feeling that internal auditors 
have the right to expect certain things. Three alternatives are: (1) 
internal auditors can be satisfied with things as they are; (2) internal 
auditors can wait until the idea is transferred to others of its own voli- 
tion, through osmosis, mental telepathy or by some other supernatural 
means; or, (3) internal auditors can explain to the groups with whom 
they associate what they feel they have a right to expect in order to 
promote effective cooperation. 


The foregoing alternatives need to be considered in somewhat 
greater detail. Complete satisfaction with our present attitudes on the 
subject smacks of the negative approach. The idea of “emphasizing the 
negative” appears to lack the essential element of equality. It seems 
appropriate to question whether internal auditors are being fair to their 
ywn profession. By emphasizing the negative, that is, continuing to 
remain silent on what they expect from others, internal auditors cause 
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the question to be raised as to whether they are giving the profession 
all the help it should have. It is doubtful that they are taking advantage 
of all the available opportunities to improve their place in the business 
organization. Does it not seem proper to believe that the way in which 
to further cooperation is to consider this whole interrelation (of auditors 
and those with whom they associate) a two-way proposition where a 
certain amount of give-and-take is required of both sides? 


The second alternative is to adopt a course of watchful waiting, 
hoping that internal auditors can, by dropping hints here and there, 
cause their associates to get the idea that internal auditors, too, feel 
they have a right to expect certain things. This course is little better 
than the approach of emphasizing the negative. 


The third alternative calls for internal auditors to explain to their 
associates what they feel they have a right to expect in order to promote 
cooperation. Certainly, if this approach comes forth in a brash manner, 
then it will do more harm than guod. However, if internal auditors 
are as vital a link in management as their protestations claim, what is 
the justification for ascribing this prerogative of expecting cooperation 
to every other group except internal auditors? This approach lacks the 
basic element of consistency. Perhaps these associates are waiting for 
internal auditors to grow up enough to be able to enumerate, in intel- 
ligible form, some of the things the associates can do for them. 


Now suppose internal auditors do enumerate for their associates 
what they expect from them. What are some of the things they might 
expect from each of the various groups concerned? 


Internal auditors might expect the help of top management in 
granting sufficiently broad responsibilities in the area of internal 
auditing to enable the accomplishment of an effective job. They might 
expect a defining of responsibilities and a communication of this defini- 
tion throughout the company so there will be no misunderstandings 
occasioned by overlapping responsibilities. Management might be ex- 
pected to render valuable aid (1) in the organization phase of a new 
internal auditing department; (2) in viewing realistically manpower 
requirements; (3) in requesting the cooperation of departments subject 
to audit; and (4) in the granting of sufficient time and help properly 
to train the audit staff. They might expect management at various levels 
to make intelligent and active use of auditing reports and auditing 
results. They might expect management to offer constructive criticism 
and sympathetic cooperation in the handling of their problems. They 
might expect positive and prompt action in matters of an administrative 
nature. They might expect that, when high level approval is required, 
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the problems will be met squarely and with dispatch. They might expect 
that management will keep internal auditors informed of changes and 
developments in policies. They might also expect assistance in main- 
taining and improving the home office and branch office relationship. 
Some internal auditors are looking ahead to the dawn of a day when 
there will be, as an integrated internal auditing staff, an appraisal 
group comprised of auditors, engineers, lawyers and other technically 
qualified individuals. Internal auditors hope they can expect, from 
their respective managements, an aggressive response to changing times. 


In their relationship with the public accountant, internal auditors 
might explain that they expect cooperation in programming audits so 
as to carry out the overall auditing program without undue duplication 
and without placing the public accounting staff and the internal auditing 
staff in the situation of having to work in the same area, on the same 
records, at the same time. They might expect promptness in scheduling 
by the public accountants and promptness in advising the internal 
auditors of such schedules. They might expect exchange of technical 
information on auditing subjects. They might expect an interchange 
of audit findings, mutual discussions of recommendations, and zealous 
guarding of the mutual independence of both groups. 


From the chief accountant, internal auditors might expect mutual 
discussion about changes in accounting policies prior to the institution 
of such changes. They might expect that the chief accountant will keep 
them informed about problem areas and will offer constructive criti 
cism. Finally, they might expect frank and unbiased consideration of 
the audit findings. 


From the supervisor of systems and methods, internal auditors 
might expect consultations about changes, not necessarily to obtain the 
auditors’ concurrence, but to give an opportunity for a hearing of any 
observations which the auditors may feel to be in order. The internal 
auditors might expect that the supervisor of systems and methods will 
act promptly and practically on suggestions for changes which have 
been proposed by internal auditors. The auditors might also expect 
that when they call attention to defects in previously installed systems 
the supervisor of systems and methods will be able to consider such 
defects objectively. Finally, they might expect a sympathetic attitude 
in the whole matter of guarding against the loss of essential internal 
controls. 


In the case of operating and production management, it might 
not be unreasonable to expect that such management would make an 
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effort to understand accounting; to be conscious of costs; to demand 
useful, intelligent reports; and to be appreciative of the non-technical 
viewpoint in matters of a technical nature. 


From other staff officers such as the budget director, insurance 
manager, tax manager, purchasing agent, traffic manager, general coun- 
sel, etc. they might expect an appreciative attitude on the part of these 
staff men with respect to the services offered by internal auditors. They 
might also expect staff men to make requests for the auditors to furnish 
help of the types which internal auditors can give. They might expect 
assistance from these staff men in interpreting their areas of responsi- 
bility to the internal auditors. Above all, they might expect open- 
mindedness on suggestions. 


In emphasizing the positive side of this proposition, I do not suggest 
that internal auditors should now ask all their associates to serve them 
without any service on the part of internal auditors in return. Internal 
auditing is a service function, first, last, and always. Internal auditors 
must consistently seek ways in which to improve their services. To 
advance the effectiveness of these services, internal auditors may feel 
they need the cooperation of others. 


This rather sketchy treatment has scarcely nibbled at the edges 
of the problem. Perhaps someone will come along who will express 
adequately the something that needs to be said on the subject of what 
the internal auditor has a right to expect from others. 





Sincerity is the most compendious wisdom, an excellent instrument 
for the speedy despatch of business. It creates confidence in those we 
have to deal with, saves the labor of many inquiries and brings things 
to an issue in few words. 

—Lorp CHESTERFIELD. 


TRAINING THE AUDITING STAFF’ 


By R. K. ARTHUR 
Chief Accountant, The Standard Register Co. 


Methods used in training the internal auditing staff naturally vary 
among different companies in accordance with their size, number of 
locations, methods of staff selection, auditing objectives and other fac- 
tors. At the Standard Register Company such training emphasizes per- 
sonality, tact, knowledge of operations, ability to write good reports and 
preparations for supervisory positions. 


TTHODS followed in training the internal auditing staff naturally 

vary considerably among different companies. Problems which 
are important in one company are relatively unimportant in other 
companies. For example, the size of a company and the size of its 
internal auditing department usually have a great deal to do with the 
type of training required. For this reason the following discussion is 
confined to an outline of the training methods we use at the Standard 
Register Company. 


The Standard Register Company is a manufacturer of marginally 
punched continuous forms stationery for use with all types of business 
machines and autographic registers. We manufacture the forms feeding 
devices to engage the marginal punching, which devices are installed 
on various business machines. We also manufacture autographic reg- 
isters for the use of these forms. Ours is a self-contained organization 
with one manufacturing plant, employing approximately 1300 people 
in Dayton. Ohio and approximately 650 field employees located in 
various cities throughout the United States. Our auditing department 
consists of the general auditor, one senior. three juniors and a staff 
clerk. Our audits consist primarily of the functional type as differenti- 
ated from the departmental type. 


SELECTION OF AUDITING PERSONNEL 


The method of selection naturally has a bearing on the type of 
training. It has been our desire to promote employees to the auditing 
department from within the ranks of our organization. However, many 





*Paper delivered at Mid-West Regional Conference of Tue Instrrure, March, 1952. 
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times it is impossible to select the type of individual who has an objec- 
tive viewpoint of operations, a keen sense of analysis, and an ability 
to work with detail without losing sight of his objective. Therefore we 
have hired from outside our organization, usually college graduates. 
The selection of a college graduate is not for the purpose of obtaining 
the technical knowledge he possesses as much as it is to acquire a man 
whose background of university training will help to develop the type of 
personality which lends itself to auditing. Self-reliance, poise, good 
appearance and effective speech are generally more clearly established 
in a college graduate. I certainly don’t mean that I close my eyes to 
other technical educational background. I am not a college graduate 
myself; in fact I have never attended college. However, my experience 
in hiring and training individuals leads me to believe that in general 
the college man is better educated from a personality standpoint. 


Of course, we also pay attention to the technical training a man 
has received in college or at some other higher educational institution. 
We cannot afford to hire individuals and then expect to train them in 
technical accounting knowledge. We realize that anyone assigned to 
renegotiation, price controls, tax accounting. and cost accounting. will 
need further training but we expect that his basic training will permit 
him to understand specialized subjects more readily. We give a battery 
of tests prior to hiring. which indicate personality traits, such as social 
intelligence, self-confidence, dominance. extroversion, and abilities like 
mental alertness, speed and accuracy. To sum up, we do not expect to 
hire an adolescent and continue his upbringing to adulthood. We do not 
intend to hire those without higher accounting knowledge. Our program 
is too intense and our staff is too small for us to take the required time 
to teach these things after we hire a man for internal auditing. 


OBJECTIVE OF AUDITING 


Our auditing staff works closely within the program of our certi- 
fied public accountants. Each year the internal auditor reviews the 
past year’s progress with the certified public accountant; then together 
they establish the program for the succeeding year. Many times certain 
audits are handled one year by the certified public accountant and the 
next year by the internal auditing department. We then develop a 
complete review with a change of personnel on the same subjects every 


MR. ARTHUR is Chief Accountant of the Standard Register Company which 
position entails supervision of the general accounting functions and the internal 
auditing department. Prior to his present position, he served his company as internal 
auditor for six years. 

Mr. Arthur is a member of Tue Institute and a past president of the Dayton 
Chapter. 
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two years. Most of our auditing work papers are included in the work 
papers of the public accountants. In addition, we cover other major 
functions assigned to us by our management. We do not, however, 
take up special assignments which would normally be assigned to reg- 
ular operating departments. 


We do not make many audits in the field since our field offices are 
merely sales offices from which salesmen operate and maintain their own 
detailed records. All accounting is centralized in the home office. We 
do not write procedures. We do counsel on the formulation of the pro- 
cedure and all the procedures governing any financial operations are 
approved by the auditing department before being placed in effect. 
Other procedures are quite frequently referred to us for review and 
approval. 


STAFF TRAINING 


The high standards of selection which I have described do not 
eliminate the necessity of training those individuals who have been 
selected. It is not very often that we find individuals who have had 
internal auditing training scholastically or have been introduced to it 
by other reading. It is important, therefore, that we instill in them the 
basic philosophy of internal auditing; what are functions are; what our 
objectives should be; the place we fill in the management picture. At 
the beginning this type of training requires that the general auditor 
spend a great deal of time with the trainee because it is at this point. 
this first step of introduction into internal auditing. that is all important 


GOOD RELATIONS 


We all realize the delicate position auditing has in its relationship 
with some operating departments. An auditor by his approach. his man 
ner, his method of discussing his findings, and his attentiveness to being 
constructive and helpful. can eliminate personality problems that may 
be a tremendous barrier to one not well schooled in these matters. 
Unless these philosophies are well instilled in a new man he can, in a 
very short period of time, hours even, destroy all that has been built 
up over a number of years in the matter of good relationships.. One 
reason why I emphasize this point so strongly is that I have had an 
actual experience along this line. Over the period of a few years when 
our auditing department was just in its infancy we had a great deal 
of difficulty in getting on a common ground with our purchasing depart 
ment. A rather new auditor in following through an accounts payable 
procedure immediately told an employee in our purchasing department 
that he should be doing things a different way. It was purely his method 
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of approach that caused the furor and it was rather difficult after that 
to use this auditor for auditing anything which involved our purchasing 
operation. 


REVIEWING REPORTS 


Our second step in training is to acquaint the new employee with 
the types of audits we make, the types of reports that we write and the 
detail with which we control our operations. We ask the new man to 
study our audit program, our audit reports and our findings from these 
reports. It does not require a complete review, only selections. We ask 
the trainee to become familiar with the audits he is reviewing and 
then to discuss them with the person who made the reports. At this 
time he will learn there are many things which go into the creation 
of a report which are not actually included in the report. Good report 
writing is the apex of all our work and it is very necessary that the 
trainee understands what should go into a report. Many of the details 
must of necessity be left cut. Personalities, of course, must be elimin- 
ated; the findings and the recommendations must all be factual. It 
will also be brought to the trainee’s attention at this time that reports 
must be interesting; they must show that a problem truly exists; and 
the corrective measures suggested must be logical and answer the prob 
lem noted. Such reviews and discussions acclimate the trainee for what 
is ahead of him as to detail required in his work as well as pointing 
out the operating conditions to which the reports relate. 


TRAINER-TRAINEE TEAMS 

The next phase of our training involves the assignment to an older 
employee at the start. Whether this employee is an “oldtimer” in the 
department or comparatively new depends upon what type of training 
we expect the new employee to receive. In the selection of the trainer 
we must make certain that he has an ability to teach. We all recognize 
certain people in our departments who have excellent ability as 
auditors but who would fail miserably in an attempt to teach someone 
else their methods and approach to audits assigned. The trainer must 
have infinite patience. for many things must be repeated and repeated in 
order to be fully understood; he must be slow enough so that what he 
is saying and what he is teaching will be grasped. He must be impressive 
enough so that the trainee will retain a great deal of what is told to him. 
The trainer must give no evidence of any air of importance either to 
himself or the auditing department. This point may be rather difficult to 
explain because I feel that auditing is an important function in busi- 
ness and must be understood by the trainee, and yet the auditors must 
not attempt to assume an air of importance in their contacts with other 
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departments. We must be certain that it is never assumed by the new 
personnel. 


In our operations the trainee will later be assigned to all individuals 
in the department so that he will receive a complete picture of our 
methods of operation and can also gather the differences of approach 
that each one uses. In many other departments a training plan is form- 
alized on the basis of a certain period of time to cover each type of 
operation within the department. In the auditing department, however, 
there are many phases of our audits which have no particular time ele- 
ment attached to them, because some require weeks of work, others 
only a few hours. There are many points in our program that may not 
be reviewed for six months and there are others which may go as long 
as a year. These all become a part of our training plan and the non- 
repetitive nature eliminates the ability to place a time schedule on the 
training. 


We do not use any formal method with the exception of oral 
reviews with the trainee by the trainer. The reason we do not want to 
formalize the training plan is that it would not be flexible enough to 
apply to various types of individuals. As a small department we have 
close supervision, which eliminates the need for formal type of training 
upon assignment to trainers. We do establish goals for this trainee- 
trainer operation and these goals are (1) the application of technical 
training; (2) the attainment of job knowledge; (3) equality of opera- 
tion; and (4) quantity of operation. It is our opinion that the above 
goals are important in order of their listing. 


FULL USE OF KNOWLEDGE 


As I have said before, we do attempt to hire individuals who are 
very well qualified from a technical standpoint; however they may 
not have had an opportunity in any other place to apply their technical 
knowledge. It is of importance to us that our trainees are properly 
instructed so they can use to the fullest extent all of the technical 
knowledge they may have gained prior to coming with us. We do not 
wish to have individuals in our department who feel the jobs which 
they are doing do not use to the fullest the technical training which 
they have had. Since we make such a point of hiring employees with 
high technical backgrounds, we believe they should be shown the need 
for this requirement. The attainment of job knowledge is the gathering 
of experience with our company and our organization. This gives the 
new employee the experience which will permit him to handle investi 
gations on his own without undue interruptions to other people in the 
department or interruptions in other divisions of our company in order 
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to show this employee where he can find the information he needs. 
Because of our type of work it is quality that counts most and quantity 
will be increased with experience. A periodic report is required to show 
progress toward these goals. 


DEPARTMENTAL REVIEW OF PROGRAM 


We ask all employees, including the trainee, to sit in on the dis- 
cussion of and preparation of our audit program each year. This pro- 
gram is established in consultation with our public accountants; hence, 
the broad and objective viewpoint of our operations is brought to the 
attention of the trainee. Any major changes in our program or just 
periodic reviews of attainment are discussions that trainees are also 
asked to sit in on. Trainees as well as juniors can get themselves so 
wrapped up in the details of an audit that such overall discussions give 
a break to their routine and bring back to these individuals the point 
that all of us make up the auditing department and therefore all of our 
program is a part of the job of each individual. We believe that with this 
approach our trainees will assume more responsibility and have a bet- 
ter feeling of security in their everyday work. 


STUDY OFF THE JOB 


Finally, the necessity of study is brought to the attention of the 
trainee. Many times an individual who feels he has done all the study 
ing he needs to do once he has left college will need to be brought 
back on the track rather abruptly since the creative type work that we 
are assigned to do must be constantly brought up to date through addi- 
tional studies and reading of current trends in accounting. We maintain 
in our department what I believe to be a very good selection of outside 
study and reading material. We do not attempt to force any employee to 
study but we certainly do pay attention to who does take home what 
type of material and whether or not it is used. Again we have an advan- 
tage in our small operation in that this type of outside reading and study- 
ing can be closely supervised. We have on file every publication of Tur 
INsTITUTE OF INTERNAL AuprTors, which includes the Quarterly; we 
subscribe to the “Journal of Accountancy.” the “Accounting Review.” 
the “Controller.” and the NACA bulletins. We also have a number of 
other technical books. such as Brink’s “Internal Auditing” and Mont- 
gomery’s “Auditing Theory and Practice.” We subscribe to other tech 
nical services and general business and governmental regulation services. 


SPORTS TOO 


It might be a far stretch of the imagination to contend that cur 
rent business economics, governmental trends, politics, sports, etc. have 
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anything to do with training an auditor. However, an auditor must 
be able to discuss many things in the course of an examination. He deals 
with personalities; in order to reach some he may have to go away out 
of his way in order to make the proper friendships. What we expect is 
for our auditors to be able to discuss to some extent fishing, hunting, 
basketball and baseball as well as who is going to be nominated at 
this year’s conventions, the trend of taxation, the trend of the cost 
of living, and labor and price control regulations. We do not expect a 
man to be an expert in all these things. If he has just a normal knowledge 
of various phases of these subjects, he becomes a better conversational- 
ist and can handle himself in most types of situations. 


TRAINING ON THE JOB 

We do not have a time limit of training for certain phases of work 
which trainees must complete within a given time. One person may 
take much longer than another especially in the beginning while he is 
getting himself acclimated to our auditing office. We do not attach any 
particular significance to slowness in the early stages of a man’s train- 
ing. The slow individual may in the long run turn out to be the best 
auditor. We start our trainees out in our office perhaps much like a 
junior is started in a certified public accountant’s office. He must do a 
lot of verifications, extensions, footings, reconciliations, etc., which, 
while they are menial tasks, they nonetheless give the trainee an oppor- 
tunity to see what the drudgery of an audit office is. He will see there 
are many routine jobs, but such jobs must be done in order to complete 
the examination. He will also understand there are phases of our audit 
ing program which are used for the purpose of controlling certain func- 
tions which are not subject to complete internal checks. We expect to 
develop through our training plan a man who can apply his technical 
knowledge in developing his own technique. enlarge his job knowledge 
and use plenty of common sense along the way. 


TRAINING FOR SUPERVISORY POSITIONS 


The trainee should develop into a master at human relations; he 
should know how to handle a conference and to write an intelligent, 
understandable report. A new employee or one transferred from another 
department who has a well rounded training which properly instills in 
him the use of good business judgment and also gives him a solid sense 
of proportion of all business operations will be better informed and bet 
ter qualified to handle supervisory positions within his organization 
when such positions become vacated. We look upon our auditing depart 
ment as a training ground for some employees whom we want to get an 
intensive training. They will cover most of the financial problems of 
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the company in as short a period as possible. There are others who by 
the nature of their ability and their makeup should never leave the 
auditing department but these qualities are never known until such time 
as the men have experience with all phases of our auditing program. 
What he will actually develop into is up to him. 





The essential ingredients of good customer relations: 


x 


to 


The quality of your product or the service, whatever you sell, 
must be good. It is the foundation of your entire customer rela- 
tions program. Without it all else is of no avail. 


Next in importance is a friendly, courteous, helpful and inter- 
ested attitude on the part of your employees. Your employees 
make or break your customer relations. 


And finally, the effort to build sound customer relations must 
be sincere; it must be companywide. If it is not sincere, it will 
show through and it will show through badly. Everyone in the 
organization from the big boss to the office boy and across the 
width of the organization from the accounting department to 
the shipping department must believe in it and work at it. 


If you have these three, then you have the essential ingredients of 
good customer relations. . . . from an address, Internal Auditors and 
Customer Relations, by F. D. Tellwright, Vice-President, Pacific Tele- 
phone Co. 


AUDITING THE INSURANCE 
DEPARTMENT” 


By JOHN J. CRUISE 
Auditing Staff Member, Consolidated Edison Co. of New York, Inc. 


Although the cost of various kinds of insurance constitutes a sub- 
stantial financial expense for most companies, surveys indicate that 
many internal auditors do not make a comprehensive audit of insurance 
transactions. One reason seems to be a lack of special knowledge among 
auditors trained as accountants. 


Here is a working description of the internal auditing methods 
used by one company to appraise the performance of its insurance 
department with respect to a number of different kinds of insurance. 


NSURANCE, in our company, involves three separate audits, one 

devoted to Fire and General Liability Insurance, another to Group 

Insurance and the third to Compensation and Public Liability Insurance 
as a Self-Insurer. 


Our audit program describes briefly the objectives and the schedules 
to be prepared. With each schedule is an Instruction Sheet which des- 
cribes in detail the steps necessary for its preparation, where the inform- 
ation is obtainable and the computations involved. Also accompanying 
the schedule is a legend sheet prescribing the audit steps and the sym 
bols to be used to indicate performance, and provision for the initials 
of the person who completes each step. 


In addition to these working papers we maintain a Permanent 
File for each annual audit which includes (1) a Summary of Comments. 
(2) Personnel and Flow Charts, (3) Description of Procedures and 
(4) Samples of the Forms used in the Insurance Department. 


FIRE AND GENERAL INSURANCE 
FIRE INSURANCE 


The most difficult aspect of the Fire Insurance audit is to determine 
the adequacy of coverage. This involves an engineering valuation, a 
subject foreign to most auditors. Generally, they have little or no engi- 





*Paper delivered at Technical Sessions Committee of New York Chapter of Tue 
Institute, January, 1952. 
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neering background, and could not afford to spend the time duplicating 
the engineer’s technical studies, even if they were qualified to do so. 


We have developed two schedules to help judge the adequacy of 
coverage. One reflects the detail of the current period data. The other, 
referred to as the Master Schedule, shows a comparison covering a num- 
ber of years of the totals for each property location. 


The detail schedule indicates, by locations, the policy life, number 
of policies in force, type of property insured (buildings, contents, etc..,) 
average rate per $100 of insurance, premium charges incurred during 
the current period, the annual cost (representing the prorated amount), 
the final account classification, and the status of the Prepaid Insurance 
Account at the beginning and end of the yearly audit period. In addition 
it shows the book cost (exclusive of land) of each property, the insur- 
able values as estimated by the engineers and the insured values shown 
in the policies. This in itself does not provide a basis from which to draw 
any concrete conclusions as to the propriety of valuations, but it serves 
as a yardstick when compared with those of previous periods. 


The Master Schedule contains a summarization of this same 
information for a number of years, plus the percentage relationships 
between them. Each year we compute on the Master Schedule the 
relationship between Book Cost and Insurable Value; between Insured 
Value and Book Cost; and between Insurable Value and Insured Value. 
Any wide variations between years in the first of these percentages 
(Book Cost to Insurable Value) constitutes a reason for questioning the 
engineers’ estimates of insurable value, and any wide variations occur 
ring in the other two percentages requires an explanation from respons- 
ible members of the Insurance Department. 


The totals of book cost, insured value and insurable value for each 
location, summarized on the detail schedule, are transcribed to the 
Master Schedule and the percentages are then computed. Any signifi- 
cant variations from previous periods are listed and explanations are 
obtained from the responsible persons. The amount of coverage is 
changed whenever it is found to be out-of-line. 


The percentage of Insured Value to Book Cost varies considerably 
among different locations, for good reason. The percentage of Insured 


MR. CRUISE is a member of the auditing staff of the Consolidated Ediscon 
Company of New York where he was previously engaged in the construction, manu- 
facturing, and accounting activities of his company. He is a graduate of City College, 
New York. 


Mr. Cruise is a New York Chapter member of Tue Instrrute and is presentl) 
serving as a member of the chapter’s Editorial Committee. 
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Value to Book Cost is only 49% for our general office building, whereas 
that for one of our business offices is 800%. The former percentage is 
low due to not insuring the contents of the office building because it is 
thoroughly fireproof and, in addition, the premium rates on buildings 
of this height are prohibitive. The insured value on the other location is 
high because it is leased property and the provisions of the lease require 
that we insure the building as well as the contents. Needless to say, 
we examine the leases to determine such provisions. 


If logical explanations are given for these high and low ratios of 
coverage and if the percentage remains fairly constant over the years, 
we feel somewhat assured that the coverage is reasonable. 


The last of these percentages, Insured Value to Insurable Value, 
is compared with the amount of co-insurance provided for in the policies. 
Except that some leeway is permitted for the larger properties, the 
Auditing Department brings all variations from the percentage of co- 
insurance in excess of five per cent to the attention of the Insurance 
Department for adjustment. 


Other aspects to our Fire Insurance audit include checking adher 
ence to prescribed accounting procedure, the examination of fire loss 
settlements, the confirmation of deposits placed with mutual insurance 
companies and commitments for fire insurance on binders. 


AUTOMOBILE INSURANCE 


In our audit of automobile insurance we also use a Master Schedule 
to compare annual data over a period of years and to disclose significant 
variations. For Automobile Public Liability Insurance our detail audit 
schedule provides for the recording of premium charges and the appor- 
tionment of premium payments, but the Master Schedule merely indi- 
cates the number of vehicles insured, as shown by the plant records, 
the total charges to Prepaid Insurance Account and the amount pro 
rated to expense. We find that this is sufficient information to permit 
further investigation of large variations. 


The Automobile Fire and Theft Insurance is based on original cost 
less certain standard rates of depreciation for each year. In our first 
audit of this data the insured values for vehicles seemed to be in excess 
of that which we felt from personal experience could be obtained in the 
market. We found that the prices obtained by the company under com- 
petitive bidding for used cars were far less than the insurance values 
and, consequently, the rates of depreciation and the resultant insurance 
coverage were changed. 
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We also make a test check of the existence of the vehicles insured 
by comparing the vehicle numbers shown on the insurance listing with 
those reflected by the plant records. In this way we assure the cancel- 
lation of insurance upon disposal of a vehicle. 


BONDS AND GENERAL INSURANCE 

Here too we check the reasonableness of insurance coverage, the 
propriety of the accounting records and adherence to standard pro- 
cedure. A Master Schedule reveals any variations warranting further 
study. This latter schedule indicates the type and purpose of the bond 
or policy, the term, premium costs and the accounting classification. 


GROUP LIFE INSURANCE 


The major objectives of our audit of Group Life Insurance can be 
summarized under the following points: 


1. The premium cost has been correctly computed and accounted 
for and distributed between employer and employee in accord- 
ance with the contractual agreement. 


to 


The dividend credit normally accruing at the end of the policy 

year, as reported by the insurer, is based on correct factors. 

3. The coverage carried by employees is in agreement with the 
table of wage scales and insurance outlined in the policy. 

4. Proper adjustment is made for all increases and decreases in 
coverage during the policy year by virtue of employees being 
hired, discharged or deceased. 

». Coverage is reduced in those cases where any benefits were 

derived because of a disability, or where the policy provides 

for a gradual reduction in insurance after retirement. 


A schedule is prepared which summarizes for the policy year the 
premiums paid, the adjustments made, the dividends received and the 
apportionment of the net cost between employer and employee, as re- 
flected by the accounting records. 


Supporting this schedule is another, outlining the increases and 
decreases in coverage indicated on reports received by the Insurance 
Department from the Payroll Department. 


Another schedule is in the form of a machine tabulation of the 
Group Insurance Register Cards (a separate card for each employee) 
which summarizes by year of birth the number of lives and the total 
amount of coverage which, multiplied by the authorized annual prem 
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ium per $1,000 of insurance, produces the amount of premium. The 
sum of these amounts for all age groups provides a total which, divided 
by the total coverage, gives what is known as the “average premium 
factor.” This factor is used in making all interim adjustments. 


In order to check this schedule another schedule is prepared, which 
is a run-off of all the cards applicable to several specific age groups. 
This tabulation gives the name of each employee and amount of insur- 
ance. The total amount should agree with that indicated for the particu- 
lar age by the schedule previously described. Further, the Personnel 
Record Cards of a representative number of the employees listed on 
this schedule are obtained and the annual amount of salary is trans- 
scribed thereto. Reference is then made to the policy to determine that 
the amount of insurance is commensurate with the salary range. Refer- 
ence to the Personnel Record Cards also assures that the age reflected by 
the Group Insurance Register Card, on which premiums are based, is 
correct. 


COMPENSATION AND PUBLIC LIABILITY INSURANCE 
(Self-Insurer) 


The self-insurer status of a company poses an unusual problem 
in that it requires a knowledge of the State Compensation Law. Con- 
sequently, our Permanent File includes a current copy of the law, and 
the audit instructions prescribe that the auditor review it. 


The audit program and schedules are designed to cover every new 
claim and a representative number of the compensation claims of the 
previous periods on which payments are continuing. The objectives 
might be listed in this order: 


1. Check the amount of the company’s liability. 

2. Determine that the company’s representatives investigate each 
case thoroughly. 

3. Ascertain that an effort has been made to arrive at just settle 
ment. 

4. See that all decisions and actions are in accordance with the 
provisions of the law. 


Wr 


Check to see that the accounting adheres to established pro 
cedure. 


6. Check to see that the proper reserves have been established. 


“ 


Verify that payments on claims have been received by those 
entitled to them. 
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The first of our schedules in connection with the examination of 
compensation cases contains information taken from the audited 
vouchers covering payments on the new cases occurring during the 
audit period. From this source is obtained the name of the employee 
and the payee, the amount of payment and the date of the accident. 


On the basis of this information the auditor is able to obtain the 
case file which shows the cause of the accident, the extent of the injury. 
the amount of the award by the State Compensation Board, and the 
total paid to date and the unpaid balance. and also, in fatality cases. 
the employee’s dependents. In our examination of the case files we also 
look for any laxity in the presentation of our case before the Com- 
pensation Board as to the validity of the employee’s claim, consistent 
with the company’s sincere concern for deserving employees. 


Much of the information reflected by this schedule is transcribed 
to a Master Schedule with certain additional information to aid in the 
follow-up of those cases where payments continue beyond the audit 
period. For instance, for fatality cases the date of birth of each depend- 
ent is included and the date on which each child reaches the 18th birth- 
day (at which time they lose their dependency status). Also, the case 
files are re-examined in future audits to make certain that our investi 
gating staff is periodically visiting these dependents because, for exam- 
ple, where a widow remarries she is only entitled to a lump sum equiv 
alent to two year’s payments. Another check on the validity of depend- 
ency is the auditors’ continuing comparison of receipts. which the payee 
is required to sign. 


As the employer is liable under the law for the necessary medical 
expenses. another schedule is prepared of a representative number of 
such invoices which indicates the name of the payee, the amount and 
date paid. the nature of the service and the case number. These data are 
then checked to the case files for authorization and to the associated 
accounting control for proper entry. The amounts charged are also 
checked to the Minimum Fee Schedule established by the Compensation 
Board. 


A third schedule is concerned with the amounts paid for personal 
injury and property damage claims to the public. In addition to looking 
for proper authority and accounting, the files of the Claim and Law 
Departments are reviewed to insure that required reports have been 
filed with the authorities. such as the Department of Motor Vehicles. 
and that a full investigation has been made. We also check to make 
certain that Releases or Certificates of Satisfaction were obtained and 
that the endorsements on cancelled checks are in order. 








COORDINATION BETWEEN 
INDEPENDENT PUBLIC ACCOUNTANTS 
AND THE 
INTERNAL AUDITING DEPARTMENT’ 


A PUBLIC ACCOUNTANT'S VIEWPOINT 


By DONALD M. RUSSELL 
Partner: Lybrand, Ross Bros. & Montgomery, Detroit, Mich. 


Starting with the premise that auditing, both internal and external, 
is a part of the structure of accounting and reporting the author con- 
cludes that an audit can be accomplished more efficiently and econom 
ically by cooperation between the internal auditor and external auditor 
and the coordination of their activities; however he stresses the fact 
that a coordinated program does not mean a joint audit since the inde 
pendent public accountant must still carry the responsibility of expres- 
sing an opinion upon the financial statements as a whole. 


HE structure of accounting and reporting (of which auditing is a 

part) has a two-fold purpose, first, to serve as a tool for the assist 
ance of top management, by helping it to operate a business profitably 
increasing efficiency and eliminating waste, and second, to make it pos 
sible for top management to report adequately and fairly upon its cus 
todianship and use of the capital entrusted to it. In considering ou 
part in the accomplishment of these purposes. we have not only a two 
party relationship between external auditors and internal auditors, but 
we must consider also our common relationship with a third group. 
which includes bookkeeping, systems and procedures, cost accounting. 
tax accounting and in fact all account keeping of the companies we 
serve, which group I shall refer to as accounting management. It is too 
narrow a viewpoint to say that accounting management and internal 
auditing are concerned only with the first purpose, helping to produce 
profits, and that external auditing is concerned only with the second 
purpose, reporting to the public. We must all be interested in both pur 
yoses. We must all recognize also that both purposes must be accom 
*Paper delivered at Mid-West Regional Conference of Tux INstrrure, March, 1952 
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plished within the overall limitations of “generally accepted accounting 
principles” consistently applied. 


RESPONSIBILITIES OF THREE PARTICIPATING GROUPS 

The primary responsibility for a sound system of accounting and 
reporting rests upon accounting management. This responsibility in- 
cludes the safeguarding of assets and the discovery of any disappearance 
of assets, by defalcation or otherwise, adoption of accounting policies 
and procedures, establishment of internal control by division of duties 
and installation of generally accepted practices which double-check the 
accuracy of clerical work, adoption of labor-saving devices, selection 
of qualified personnel, enforcement of disciplines throughout the 
accounting organization which ensure prompt delivery of reports, and 
service to top management by submitting such reports and interpreta- 
tions as will be most useful to it. Accounting management must furnish 
supervision for each group of accounting employees and it is the primary 
responsibility of this supervision to determine that the plans laid out 
by accounting management and formalized in the accounting manual 
are actually put into effect. 


Internal auditing is primarily concerned in the greater portion 
of its activities with assistance to accounting management and top man- 
agement. In your work, as in ours, you should be the eyes and ears 
that find out and report whether the plans of accounting management 
are actually effectuated. May I submit a few observations concerning 
your work, because I believe these observations have a bearing on the 
subject of coordination: 


1. We encourage internal auditing and so far as I know every 
independent public accountant is anxious to cooperate and assist 
the development of internal auditing and to increase the pres- 
tige of internal auditing departments in their respective com- 
panies. You reduce our work and our fees but we welcome it. 
We welcome it because we know that the successful operation 


DONALD M. RUSSELL, C.P.A., graduated from Worcester Polytechnic Insti- 
tute, B.S., 1913, E.F., 1916. He attended the Harvard Graduate School of Business 
Administration in 1916-17 and was a Naval Cost Inspector, Lt. (j.g.), in World War 
I, from 1917 to 1919. He joined the Philadelphia staff of Lybrand, Ross Bros. & Mont- 
gomery in 1919, was admitted to partnership in 1929 and has been in Detroit for 
that firm since 1934. 


He has served as Vice-President of the Philadelphia Chapter and President of the 
Detroit Chapter, N.A.C.A, and as National Director of Meetings, N.A ALC.A. He was 
President of the Michigan Association of Certified Public Accountants in 1943-44. 
He has been a member of Council, Chairman of the Committee on Professional 
Ethics, Chairman of the Committee on Admissions and a Vice-President in the Ameri- 
can Institute of Accountants. 
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of the total accounting and reporting job which the corporation 
has to do, is done most efficiently and economically by coopera- 
tion between us and coordination of your work and ours. It is 
important to us and to you that our companies be convinced 
that the total auditing job is done with the greatest efficiency 
and economy that is possible, and that it is well done. 


We believe that you have adopted high standards of objectivity 
and independence, that you have maintained a regard for the 
fiduciary responsibilities of management in its external report- 
ing and we have gained confidence in your work as we have 
gained experience with it. 

To the extent that you acquire personnel who are trained in 
auditing they should spend their time in auditing rather than 
in clerical work. It is therefore proper that employees of the 
accounting department should prepare trial balances, schedules 
and skeleton analyses for you, as they do for us, so that your 
time may be expended primarily on auditing operations. 

We find rather frequently that internal auditors are given 
special studies or emergency problems in line or staff account 
ing to such an extent that the time originally planned for 
auditing is not expended on auditing operations. You and we, 
together, should convince management that any failure to car 
ry through an internal auditing program because of such sub 
stitutions of duties may destroy the principal objectives for 
which you are organized. 

We sometimes find the internal auditor carrying out repetitive 
operations that should be performed by accounting employees. 
I would place in this category any plan to have all bank state 
ments and paid checks sent directly to the internal auditors 
and the bank accounts reconciled by the internal auditors every 
month. It seems to me your trained personnel can be utilized 
more effectively than in doing this repetitive clerical work. 
It is satisfactory to us that your comments and exceptions are 
prepared as variances from the accounting manual prepared by 
accounting management. It is one of our primary responsi 
bilities to match the manual against generally accepted account- 
ing principles. Your reports are of great assistance to us in 
answering the all-important question whether the procedures 
planned in the manual are actually carried out. 


We note some tendency for internal auditors to plan their cov- 
erage of clerical details too thin. That is, they tend to conform 








10. 


The Internal Auditor 


their programs to those designed for external auditing and to 
investigate general procedures and principles to an extent 
that mitigates against the volume of detailed proofs of accuracy 
and reliability of accounting data that we would like to see. 
We are permitted a thin coverage for our double checking of 
clerical operations only on the premise that an adequate volume 
of such work is being done by others. You should accept the 
responsibility for performing a substantial volume of such 
auditing operations. 


You have the advantage of close association with the accounts 
of the corporation throughout the year whereas ordinarily we 
examine only on an annual basis. Therefore you have many 
opportunities to make constructive comments and recommenda- 
tions. You should be of great assistance to the accounting man- 
agement in the evaluation of accounting personnel and in my 
opinion, you should participate with accounting management to 
a greater extent than in my observation you usually do, when 
new policies and procedures are being planned. 


We have noted instances where internal auditing is restricted 
to the general financial transactions without getting close 
enough to the details of cost accounting. There are no more 
important captions in financial statements of industrial and 
commercial companies, than inventories and cost of sales and 
they cannot be audited properly without attention to the details 
of the policies, procedures and clerical work of the cost depart 
ment. I know of no area in which our audit investigations may 
be more fruitful than in cost accounting and I believe strongly 
that both your programs and ours should give this area close 
attention. 


In my opinion there are two important principles bearing upon 

the question as to whom you should report (and it applies to us 

as well): 

(a) Auditors should report as high in the organization of the 
corporation as top management will permit, and 

(b) Auditors should not report only to the persons whose work 
has been audited. 

| have recently participated in an arrangement which seems 

an excellent one. An audit committee of a listed corporation, 

composed of three members of the board of directors. not offi 

cers of the corporation, has required that it be furnished with 

copies of all reports we submit including the short-form audit 
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report addressed to the board, the long-form audit report 
addressed to the president and our reports of comments and 
recommendations addressed to the vice president in charge of 
finance. This audit committee plans to meet with us for oral 
discussion at least twice each year and it also plans to require 
reports from accounting management as to any unresolved 
differences between accounting management and the external 
auditors arising from our comments and recommendations. | 
see no reason why this committee should not also consult with 
the head of the internal auditing department, as to the scope 
and results of his work. If the position of an internal auditing 
department in any company needs to be strengthened as to its 
position in the company organization, the external auditors 
should cooperate by submitting recommendations to that effect. 

I believe that auditing reports should be submitted to per- 
sons in several levels of authority. Good organization also 
requires complete follow-up of comments and exceptions re 
ported. A procedure requiring final disposition of comments 
and recommendations should be rigorously enforced; if an 
auditor does not receive adequate reasons for not adopting 
his recommendations or if they are quietly ignored he should 
keep on repeating them indefinitely. To quote a well-known 
Canadian court decision, “A good watch-dog does not let out 
a few yelps and then run behind the barn, he keeps on barking 
until something happens.” 


As to the participation of the external auditors in the total account 
ing picture it is necessary for us to obtain satisfaction in every area. 
We are concerned primarily with reports to the public. The independent 
public accountant is justified in relying on internal control, as carried 
out by employees of the client, but he cannot escape his own responsi- 
bility to obtain satisfaction that the system of accounting is based on 
generally accepted accounting principles. includes such safeguards as 
are commonly adopted in industry against loss of assets and produces 
summarized results that are accurate and reliable. The principal objec 
tive of our coordination with your activities is to permit us to obtain 
these satisfactions, economically and expeditiously, particularly in 
answer to the all-important question as to whether the accounting plan 
is actually carried out as we are given to understand that it is supposed 
to be carried out. 


PLANNING OUR PROGRAMS 
Coordinated programs do not mean joint audits in the sense that 
you assume the entire responsibility for certain matters and we for 
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certain other matters. This is impossible because of the inherent nature 
of the responsibility which we assume. The reason for our existence 
in the business world is that we carry the responsibility of independence 
and of expressing our opinion upon the financial statements as a whole. 
It is not possible for you to join us in signing our statements of opinion. 
Therefore we must investigate and test all phases of the accounting for 
any period reported upon and in testing the internal control we must 
obtain satisfaction that your participation in that contro! during the 
period under review, warrants our reliance. It therefore follows that 
to some extent we must audit the internal auditors. Duplication of audit 
operations can be reduced to a reasonable minimum but it cannot and 
should not be eliminated. 


We should confer early in each year for the purpose of coordinating 
our work and to arrange in advance a schedule for visitations of account- 
ing locations, plants and branches. We need to know your programs 
in detail so that we can become familiar with the scope of your exam- 
inations and plan our programs accordingly. It will be of assistance 
to us to know whether you contemplate feature examinations in such 
areas as insurance, pension plans or scrap disposition, in addition to 
your periodic examinations of specific accounting locations. We can 
even work together on the surprise features of our audit programs; 
such arrangements do not need to be completely specific, but we can 
arrange in advance for surprise examinations by each of us within 
general areas. Presumably you budget your work in detail as we do, 
making estimates of the man-hours expected to be expended. We must 
make those man-hours most effective. You are interested in spreading 
the work evenly over the year, as we are. In this connection there are 
no accounts in the balance sheet or the statement of income, even cash, 
as to which we cannot obtain some satisfaction from audit work per 
formed at interim dates. 


A useful feature of our planning is coordination in the rotation 
of the plants and branches to be visited. From our view the circum- 
stances would be unusual which would warrant a rotation of plants and 
branches over a period longer than three years. We would prefer to 
see the internal auditors visit each accounting location at least once 
each year. 


In almost any corporation there will develop from time to time 
some accounting locations or some accounting procedures that will have 
been found to be “soft spots,” where the accounting is not under the 
best of control. It would be efficient procedure for you to move into 
these “soft spots” as promptly as possible. We are also particularly 
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interested in those areas. It might be well under these circumstances 
for you to examine the “soft-spot” location, for example, as at April 30th 
and to submit your comments and recommendations and initiate cor- 
rective action. It might then be in order for us to visit the location at 
September 30th and report upon the success of the corrective action. Of 
course there will also be instances in which we bring “soft spots” to 
your attention. I recall an instance in which we commented upon low 
scrap recovery during a certain period based primarily upon compari 
son of operating accounts. Based upon our comment the internal auditors 
made a special audit and discovered a defalcation. 


In planning for coordination of confirmation procedures we need 
to know that your practices are the equivalent of ours as to independence 
of procedure. particularly in the selection of the samples to be tested, 
in control of the mailing procedure (the requests should be deposited 
directly with the post office by your own staff members and the replies 
should come to you directly and not through the company’s mailing 
department) and we need to know the disposition which you make of 
all exceptions that are disclosed. On our part. we should avoid annoying 
customers shortly after the date of your confirmation requests. One 
procedure you can use to help house-clean accounts receivable (or 
payable) is to use the positive confirmation procedure on all accounts 
which have been outstanding for more than thirty days, following 
up with second or third requests when necessary and having all excep- 
tions adjusted. Following that procedure after a reasonable lapse of 
time, we would probably be satisfied to use negative type confirmations 
on only a small sample of the accounts. 


The work on physical inventories is an area in which we are able 
to reduce the extent of our work materially if you participate in the 
planning. observation. testing, control of tickets by serial number and 
summarization. It is usually desirable in this work to augment your 
forces with other employees from the accounting departments. A great 
deal of clerical work is involved in the testing of unit prices applied to 
the physical inventories. We are also ready and willing to reduce our 
sampling in the tests of pricing, if you have made substantial tests in 
this area. 


SELECTING SAMPLES 


We expect that your selection of samples will be done with full 
consideration of the mathematical basis of sampling technique. In our 
reviews of your working papers and reports we are most particularly 
interested in the extent of your sampling and in the dispositions made 
of the exceptions disclosed by the sampling processes. 
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The selection of samples calls for judgment in the field and it is 
not usually practicable to make arrangements between us, in advance, 
as to the exact extent of the testing to be performed. If you are not to 
visit a location we would select about the same extent of sampling as 
you would select if we are not to visit a location. The extent of our 
sampling would usually be less than yours if we are both planning to 
audit the same location in the same year. The first one into the location 
should select samples independently, the one to follow should have 
knowledge of the samples selected by the first group of auditors. 


On one engagement recently we knew that the internal auditors 
had made a 25% test of the additions to the fixed asset accounts. We 
decided that we were satisfied to make a 7%, test, for which we selected 
5%, of items not tested by the internal auditors and 2% of the same 
items which they had tested. This resulted in a combined testing of 30% 
with a 2% overlap which to the extent of the overlap was an audit of 
the auditors. 


EXCHANGE OF INFORMATION 


Full details of our audit programs should not be disclosed to operat- 
ing management or to accounting management. Experience has shown 
that extensive defalcation schemes involving collusion by a group of 
persons may be built around too exact knowledge of what the auditors 
will do. We both should have, and I believe we almost always receive. 
freedom in deciding the nature of the auditing operations we are to use. 
and the details of our programs should be varied from year to year. 


As between ourselves, we should exchange information freely. 
We want to receive, and usually do receive, copies of your reports as 
soon as they are issued throughout the year, and in fact we want to 
know everything which your audits develop. It would fall considerably 
short of the cooperation which I look for, for example, if you should dis- 
cover a substantial block of obsolete inventory and keep that informa- 
tion from us. Of course your representatives in the field may think they 
have discovered such a situation and subsequent follow-up may have 
satisfied you that the materials should not be written off. Can we not 
expect to see memoranda in your working papers, of the subsequent 
conferences that followed this situation which will tell the whole story 
and save us from finding the same evidence and going through the 
entire procedure again? In this connection we encourage staff members 
to write memoranda in our working papers recording all oral discus- 
sions with company employees, and I hope you do also. The informa- 
tion in these memoranda is often more helpful in the review of working 
papers than the voluminous copies of accounts we sometimes find. Our 
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standard short form reports formerly contained a wording about “in- 
formation and explanations obtained from officers and employees of 
the company.” We no longer use the wording in the standard short- 
form reports, but such information is still important in obtaining for 
us the satisfactions we need to express an opinion. 


DISCOVERY OF DEFALCATIONS 


I have already commented upon the primary responsibility of 
accounting management for the discovery of defalcations. Since you 
are closer to the details of accounting, you perhaps have greater oppor- 
tunities for discovering defalcations than we; however, with you as with 
us, reliance upon sampling and testing and the possibilities of collusive 
fraud, combine to bring about the result that our auditing “cannot be 
relied upon” to discover defalcations. The first line of protection is in 
system design and automatic proofs and safeguards within the account- 
ing departments. It has been reiterated recently that protection lies in 
a combination of three things: 


1. Internal Control 


to 


Fidelity Bond Coverage 
3. Audits 


In an article in the November, 1951 issue of The Journal of Account- 
ancy. Mr. Alvin R. Jennings stated as follows concerning audits by 
independent public accountants: 


“The best line of defense today against the occurrence of defalca- 
tions is an effective system of internal control—assurance against 
loss from defalcations which do occur rests on an adequate fidelity 
insurance program. The fact that defalcations are occasionally 
brought to light by the present-day type of ‘financial examination’ 
does not alter the fact that such examinations, not being designed 
for that purpose. should not be depended upon as a substitute for 
the other two elements of protection.” 


Needless to say we must all be alert, within the scope of the audit 
operations we perform to recognize the evidences of defalcations when 
they come before us. 


COMMENTS AND RECOMMENDATIONS 


In conclusion I would like to observe that the greatest dividends 
result from our auditing work when we “follow up” and “follow 
through.” We have all gathered a considerable stock of accounting 
theory and a familiarity with accounting principles, procedures and 
practices. All of that dies on the vine unless we produce end results 
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which serve a useful and constructive purpose. The exceptions which 
we develop by our auditing procedures, both as to the figures, and as to 
the systems of accounting, are packed full of usefulness. Just as with 
the variances developed in cost accounting, they furnish the clues to 
possibilities of improvements in operational performance. These excep- 
tions must be analyzed and utilized to the maximum extent. You, and 
we, must use our best imagination and judgment in evaluating the 
exceptions we find, we must follow them up to ferret out all of the sig- 
nificance which they contain and, after that, we must follow through 
with constructive comments and recommendations and then keep at 
it until final agreement has been reached and the improvements that 
should result have been finally achieved. 





An important by-product resulting from the Hoover Report was 
the education of the public in regard to government and economy. With- 
in one year there appeared an average of ten news stories and editorials 
in every daily newspaper in the United States; articles appeared in 750 
industrial house organs reaching 20 million workers and their families; 
articles were run in over 4,000 rural weeklies; more than 50,000 speeches 
were made in support of the program; and, in addition, there were films, 
radio “platters”, television shows, school and university programs, and 
so on. Never before had the American people. or the people of any 
nation, received so intensive a program of education on government 
economy and efficiency. Each one of us must aid in keeping that pro- 
gram alive. and thus aid in the reorganization program. . . . from an 
address by J. Hugh Jackson, Dean of the Graduate School of Business, 
Stanford University. 
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EDITOR'S NOTE 


HE INstiITUTE OF INTERNAL AupiTors has issued recently a revised, 

‘Instructors’ Manual for a College Course in Internal Auditing.” 
The foreword is constructive and farseeing. It is our feeling that every 
Internal Auditor should have the benefit of it. To this end, we are 
planning on publishing it in this section during the next three issues. 


DEVELOPMENT 


Internal auditing was first established as a separate function in 
some companies as much as thirty or forty years ago. In this early 
organization, the principal objective was protection—to guard the assets 
of the business against fraud and loss. The first development was expan- 
sion to include audit of branches, inventories and additional phases of 
financial activities, thus providing a more complete coverage of account 
ing and financial transactions than was practicable through the ser- 
vices of independent accountants. Typical examples of this form of 
auditing were continuous audits of cash transactions, pay rolls and 
inventories. 


As time went on, there was an irregular expansion in the scope 
of internal auditing activities, which was induced by a number of fac 
tors. As ihe size and scope of operations of individual businesses in- 
creased, the philosophy and the organization pattern of the entire busi- 
ness were developed to permit more effective control by management. 
In many instances, this pattern tended to follow that of military organ- 
ization, through division of operations into a number of autonomous 
departments or units. Each unit was assigned to a single individual 
who was given authority over the line operation and held responsible 
for results. 

In this structure, the general management served as the supervising 
and staff unit which established the broad policies and the definite rules 
under which the subsidiary units were required to operate. 


These subsidiary organizations tended to follow one of two pat- 
terns. In the “vertical” pattern, each unit was responsible for most of 
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the usual functions such as manufacturing, sales and procurement. In 
the “horizontal” pattern, each unit was responsible for a single function 
(such as manufacturing) in all company operations. Actual organiza- 
tion structures were varied to meet business requirements and manage- 
ment decision; thus one may today find examples of both clearcut 
“vertical” and “horizontal” organizations, and various combinations 
of these. 


Whatever the pattern, the general administration of a business 
became increasingly difficult as management became more and more 
detached from the physical operations of each subsidiary unit. Because 
each unit operated on a semi-autonomous basis, the manager of that 
unit had an incomplete knowledge of the other units and sometimes 
of his own relationship to the company as a whole. In a normal human 
desire to show the results of his own operation in as favorable a light 
as possible, the unit manager might alter the application of prescribed 
policies, or might report the results of his operations to the benefit of his 
own unit. 


In this background, it became increasingly evident that some 
agency was required that would be capable of giving management a fair 
and unbiased report and appraisal of the application of general manage 
ment policies in individual units and of the effectiveness of the measures 
established for the internal control of the business as a whole. This 
appraisal could be accomplished either through outsiders, such as public 
accountants and management engineers, or within the organization. 
As various means were tried, it became increasingly evident that there 
was need for both outside and inside appraisal, supplementary to each 
other. 


The general constructive function of outside appraisal was to assist 
management in developing fundamental philosophy, and to provide a 
background of broad experience in other businesses. The constructive 
aim of inside appraisal was to assure management that measures for 
control of the business were functioning effectively and in the best 
interests of the business. 


A trend soon developed to assign the inside appraisal function of 
the internal control structure to the internal auditing unit. Some of the 


reasons for this were: 








Student’s Department 67 


1. To take advantage of the knowledge that the internal auditing 
unit had of all phases of the business through continuous and 
intimate contact. In the process of audit, the auditor not only 
became familiar with every branch of a business, but, through 
being in all branches, gained a detailed knowledge of the inter 
relationships of the various sections of the business that was 


complete and in proper perspective. 


to 


The detached position of the internal auditor in relation to any 
single operating unit. When, as became the case, the auditor 
was made responsible to a senior executive, he was subordinate 
to no particular unit of the business, but familiar with all. 
With this background, he was equipped to go into all units and 
serve the managers of those units and the general management 
of the business as an informed, impartial fact-finder and reporter 
on the effectiveness of controls in actual operation. Through 
his knowledge of other phases of the business, the auditor could 
verify that operations were effectively and economically con 
trolled; where deficiencies existed, he could report whether the 
underlying fault appeared to lie with prescribed control or 
with the local administration. Where deficiency in local admin- 
istration existed, the auditor was invaluable in giving construc- 
tive suggestions for correction. Where deficiency aparently lay 
in general control plans, the auditor’s report gave the facts 
required for management reappraisal and a sound basis for 


any necessary adjustment. 


The development of internal auditing concepts and application 
increased rapidly during the years of World War II when the mush- 
room growth of many businesses virtually forced the adoption of im- 
proved and more effective methods of control, such as budgeting, cost 
control, procedure development, and production control. In larger cor- 
porations, each phase of control may be set up as a separate organization 
unit, under the direction of a chief executive officer. In smaller opera- 
tions, some controls may be combined in a single unit, with division 


f responsibility within the unit to as great an extent as practicable. 


(To be continued ) 
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AUTHORIZED APPROVALS 


By O. E. LITTLETON 
Resident Auditor, The Atlantic Refining Company 


Modern internal auditing is directly concerned with that phase of 
control by the executive management of a company which determines 
the authority and responsibility for the company’s expenditures and 
commitments. 


Merely checking to see that disbursements of funds and with- 
drawals of materials have been approved solves only part of the prob- 
lem. Determining who should have authority to approve the various 
kinds of expenditures and commitments is a more important factor in 
assuring control. The latter, however, is often susceptible to being classi- 
fied in internal audit programs as one of the things “to be done when 
time permits.” 


The following questions are presented as a partial check-list of 
internal auditing activities which might well result in worthwhile 
improvement of a company’s over-all system of internal control. 


APPROVAL OF CONTRACTS 

Have you made a review of the various types of written contractual 
agreements entered into by your company to determine if the “signers” 
have been properly authorized by top management, that the signer does 
not also exercise the authority of sole and final approval for satisfactory 
performance, approval of payments due, etc. 


APPROVAL OF CHECKS 

Have you made a recent study of authorized check signers, keeping 
in mind any responsibilities they may have for approving the invoice, 
tume sheet, or other supporting document? If your company uses a 
mechanical check signer, are you watching to see that there are proper 
controls over use of the machine, that current reconciliations are made 
of checks authorized with the number of check signatures indicated by 
the check signer meter? Are signed checks returned to employees who 
originate or approve vouchers? 


APPROVAL OF STORES REQUISITIONS 


Do you know who has been authorized to approve requisitions 
covering issues of operating supplies from warehouse stock? Have you 
appraised such delegations of authority from the standpoint of good 
internal check practices? Is there a written list of the approvers and 
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if so, is it being kept up to date? Is there too much red tape involved; 
should persons in lower levels of authority be delegated to approve? 


APPROVAL OF PAYROLLS 


Are the approvers of time records the supervisors who know the 
amount of time worked, or are they top departmental supervisors or 
administrative assistants who must base their approvals on assumptions? 


APPROVAL OF EXPENSE REIMBURSEMENTS 

What is the company policy covering approvers of traveling ex- 
pense reports? Is there a basic policy that all expense reports must be 
approved by the employee’s supervisor—the one who is in a position 
to pass judgment as to justification and reasonableness of the expenses 
reported and who is in a position to take corrective action where neces- 
sary? Who is authorized to approve traveling advances? Are they the 
same as those authorized to approve traveling expense reports? 
APPROVAL OF DISBURSEMENTS 

Is there a list of authorized approvers of invoices for material, 
equipment and services purchased? Have you appraised such delegations 
of authority from the standpoint of good internal check procedures? 
APPROVAL OF “WRITE-OFFS” 

What types of authority are required for write-offs of bad accounts, 
junked or obsolete equipment, etc? Is there a lack of sufficient authority 
or a condition where such approvals are perfunctory? 


APPROVAL OF CASH ADVANCES 

Is there a stated company policy covering conditions under which 
a payroll advance may be made and upon whose authority? 
APPROVAL OF EMPLOYEE SALES 

Is there a written policy as to what may be sold to employees, 
upon whose authority, and at what price? 
APPROVAL OF SCRAP SALES 


Are the responsibilities for disposing of junk and obsolete materials 
and equipment assigned to a minimum number of employees? What 
is the policy covering bids—are they required and do the files indicate 
compliance? 


APPROVAL OF TRANSPORTATION USAGE 
Does your company have any stated policy covering the type of 
transportation employees are to use in connection with traveling 








70 The Internal Auditor 


assignments? Is it left up to the individual employee to decide whether 
the trip will be by plane, train, company car, or personal car on a mile- 
age basis? Is there any policy restricting use of “better than lower 
berth accommodations” in connection with trips by train? 


APPROVAL OF PURCHASES 

Is there an authorized list of approvers of requisitions for purchases? 
Have you appraised it from the standpoint of being a practical arrange 
ment that meets the requirements of good internal check? 


The internal auditor’s prime responsibilities regarding approvals 
are to review, appraise and report his findings and recommendations 
to management. While the internal auditor should not be charged with 
the responsibility of formulating company policies, he will find in many 
cases that he is qualified, due to his broad experience. to prepare a 
“recommended list of approvers” or a “recommended statement of 
company policy” for presentation to management for review and deci- 
sion. This approach is often much more effective and worthwhile than 
simply making a recommendation to management that a list of approv- 
ers should be made or that there should be a statement of company 
policy. 


MR. LITTLETON is Resident Auditor, in Dallas, for the Atlantic Refining 
Company which company he joined in 1928 as a member of its Internal Audit 
Department. 

Mr. Littleton is a graduate of Baylor University and has done graduate work 
in accounting at New York University. He is a member of the National Association 
of Cost Accountants and Tue Instirute or INTERNAL AvUDITORS 





QUESTIONS AND ANSWERS 


Epiror’s Nore: We have received the following comment from one 
of our readers, who prefers to remain anonymous, in respect tb a ques- 
tion and answer which appeared in the June issue: 


JACK-OF-ALL TRADES AND MASTER OF NONE 


The question on page 65 of your June issue is so appropriate and 
the opinions given so weak that something more must be said on the 
subject. 


Yes, the internal auditor is rapidly becoming a jack-of-all trades 
and in doing so, master of none. and if it goes on, it will eventually be 
his undoing. 
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Do these audit departments which talk so much about Budgets, 
have no Budgets of their own to remind them that one day Nemesis 
will appear? Do they not realize the enemies they are making by arro 
gating to themselves work which rightly belongs to others? 


The internal auditor should be like a general practitioner in medi 
cine making continuous rounds of his patients,—the holding company. 
the subsidiary and sub-subsidiary—reporting on their health and effici- 
ency and making recommendations as to how these can be improved 
and increased. He recognizes his limitations and at a point in his exam- 
ination may call in the specialist, that is another service department— 
production engineering, time and motion study, packaging, marketing. 
market-research, transport, etc., etc. to examine a particular matter 
and give an opinion which he incorporates with acknowledgments in 
his report on the patient’s condition. 


In this way he will avoid becoming a jack-of-all trades and he will 


be master of his own, at the same time building up a goodwill in all 
divisions of the business. 


We are indebted to our friend for his communication. We do wish 
we were the recipients of more opinions such as this. It would make 
things much more interesting for all of us. 


Question: 


Should the internal auditor witness period pay distributions? 


Consensus Answer: 


The witnessing of periodic payroll distribution should be a part of 
every payroll test wherever it is practicable and reasonable. Some of 
the reasons for doing this are: 


A. To ascertain that payrolls are not padded; 
B. To ascertain that prescribed procedures are actually being followed: 


C. To ascertain whether the system of internal control needs strength- 
ening; e.g. 
(1) Time clerks or foremen responsible for reporting time or pro 
duction on which earnings are computed should not distribute 
payroll checks. 


(2) The checks should not be distributed by individuals who pre 
pare them. 
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(3) The following method is suggested: 


(a) Review the prescribed distribution procedures and judge 
the adequacy of internal control, 

(b) Select a payroll on which other audit tests are to be per- 
formed, 

(c) Witness the entire distribution beginning immediately 
after the pay checks are signed without giving prior notice 
of your intention to do so. 

(d) Compare the checks with the payroll. Check particularly 
to see that no payments are omitted. 

(e) See whether all recipients are adequately identified. See 
that all pay checks are either distributed or otherwise 
accounted for. 


INTERNAL AUDITING CHECK LIST (Cont'd.) 


Inventories 


13.1 


13.2 


Ascertain whether all goods are under the control of Store- 
keepers. Check to see that access to storerooms is denied to the 
greatest degree possible to persons other than the Storekeeper 
and his assistants. 


Determine whether perpetual inventory records are main- 
tained and whether they are controlled by someone other than 
the Storekeeper, preferably a member of the Accounting De- 
partment. 


Determine whether deliveries from storerooms to production 
departments are made on requisitions only. Check to see that 
Storekeepers make sure that each requisition is properly ap- 
proved. 

Ascertain whether deliveries to Shipping Department are 
based on shipping orders only. 


Make sure that material withdrawn from storeroom and not 
used is returned to the storeroom, placed in stock, and proper- 
ly recorded in the stock records. 


Make sure that proper controls are maintained over scrap 
and waste. 


Determine whether physical inventories are taken period- 
ically by independent persons. Ascertain whether differences 
between recorded quantities and physical counts are investi- 
gated and proper book adjustments made. 


13.8 


13.9 
13.10 


13.11 


13.12 


13.13 


13.15 


13.16 
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Make sure that all book adjustments are approved by a re- 
sponsible official. 


Determine whether all loose tools are controlled properly. 


Ascertain whether damaged, obsolete, and unsalable mer- 
chandise is removed from stock periodically. 


Determine what action is taken in respect to slow-moving 
stocks. 


Determine whether proper precautions are taken to avoid 
shrinkage, waste, spoilage. 

Appraise all procedures covering consigned stocks whether 
received or shipped. Determine whether periodic confirmation 
is made of the quantities shown on the records. Ascertain 
whether liabilities for all inventories are recorded properly on 


the books. 


Determine what controls are maintained over merchandise 
billed to customers but not shipped. Ascertain also what 
control is maintained over merchandise shipped but not billed. 
Make sure that proper evaluation procedures are followed in 
respect to inventory on hand at the end of each accounting 
period. 


Make sure that all inventories are covered adequately by 
insurance. 
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ARTICLES OF INTEREST 


TO INTERNAL AUDITORS 


BRUNO VOLLPRECHT, Assistant Editor, directs 
attention to the following Articles of Interest 


Internal Control Against Fraud and Waste 
BRADFORD CADMUS and ARTHUR J. E. CHILD 
Published by Prentice-Hall Inc. 


This new book on the subject of internal control in relation to loss, 
waste and fraud was developed as a project of Tue InstiTUTE oF 
INTERNAL Aupitors. The co-authors are Bradford Cadmus, Manag- 
ing Director of Tue Instirute and Arthur J. E. Child, Secretary 
and Treasurer of Canada Packers Ltd. The case histories of fraud 
which form a substantial part of the text were submitted by mem- 
bers of Tue Instrrute. Other Insti1rure members, representing 
diversified industries, and serving as an advisory committee, re- 
viewed the material and offered constructive suggestions. 


The greater part of this volume is devoted to a presentation of 
the various ancillary functions of a business, together with the 
application of internal control to those functions. In their hand- 
ling of this subject, the authors are concerned mainly with those 
controls which provide direct safeguards against fraud and waste. 
Thus, each function of a business is examined in the light of pos- 
sible exposures to fraud and waste, and the appropriate elements 
of internal control are explained. Examples of weaknesses and 
flaws in existent control systems are amply provided by the num- 
erous case histories of fraud which supplement the functions being 
discussed; furthermore, the measures needed to strengthen and to 
implement the controls are indicated. 


The scope of the text may be better gleaned from the following 
aspects of the subject matter; the procurement of materials, supplies 
and transportation; the receipt and consumption of material and 
supplies; the disbursement of cash; the control of advertising and 
sales promotion expense; the handling of scrap, waste and damaged 
goods; and the control of branch operations. 


A feature of this book is the case descriptions of defalcations which 
have actually occurred. In some of these cases, large amounts of 
loss are involved; in others, unusual factors are present. Also note- 
worthy is a description of the steps to be taken when fraud is dis- 
covered. 

(318 Pages—Price $5.65) 


Barriers and Gateways to Communication 
CARL R. ROGERS and F. J. ROETHLISBERGER 
Published in the Harvard Business Review, July-August 1952 


That modern management has recognized and has given serious 
thought to the problem of communication among personnel, no one 
will deny. Articles on the subject have appeared from time to time 
deploring the lack of real communication among human beings. In 
the case of industry, communication from the lower echelon to the 
top has been especially found wanting. 
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We find in the present article a somewhat different approach to the 
problem; the authors are concerned with, one, a description of the 
roadblocks in the path to good communication and, two, ways in 
which these obstacles can removed. Mr. Rogers, the author of 
Part I, deals with the problem from the standpoint of human be- 
havior; Mr. Roethlisberger, in Part II, reduces the problem by des- 
cribing a typical boss-employee relationship. 


One of the major obstacles to communication, Mr. Rogers contends, 
is a listener’s tendency to approve or disapprove what the other 
person says, i.e., to evaluate from his own point of view, giving rise 
to a breakdown in communication. Seeaniite. a listener’s judgment 
is more often than not influenced strongly by his emotions or feel- 
ings. To avert this tendency, the author warns, one should listen 
with understanding. When the attempt to understand the other’s 
point of view is successful, real communication is achieved. 


Mr. Rogers is well aware of the difficulties encountered in this pro 
cess. He cites the need of courage in the face of the risk of being 
influenced by the other person. He points out that it isn’t easy to 
over-rule one’s emotions in trying to understand the other’s point of 
view. Even more difficult is the establishing of communication be- 
tween two large groups of people. 


In the second section of this article, we find a description of the 
process of good communications, what it entails and what should 
be avoided. Using a typical situation, the boss-employee relationship, 
the author relates exactly what takes place in terms of human be- 
havior between the two, under different approaches to the problem. 
one where the boss chooses to explain and, two, where the boss chooses 
to listen. Mr. Roethlisberger shows why the second approach. where 
both are willing to express and accept differences, is by far the bet- 
ter way towards establishing real communication. 


To summarize, the authors have presented an analysis of the prob 
lem of communication. They have pointed up the fact that the major 
barrier to good communication is the failure to listen intelligently 
and understandingly and that the gateway to good communication 
lies in a correction of this human deficiency. 


The Controllership Function: A Modern Concept 
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JAMES L. PEIRCE, Vice President and Controller, A. B. Dick Company 


Published in The Controller, September 1952 


In his introduction, the author points out that the assignment of con 
trollership duties varies widely among companies; and more im 
portant. he gives recognition to the fact that the duties assigned 
to the individual controller and the science of controllership are, 
more often than not, distinguishable. Ever mindful of such a dif- 
ference. Mr. Peirce presents here a concept of controllership as it 
should be practiced. 


The author, in his presentation, leans heavily on the concept of 
controllership promulgated in 1949 by the Controllers Institute of 
America. This definition comprises six functions of controllership 
which are as follows: 


1. “To establish. coordinate and maintain. through authorized 

management. an integrated plan for the control of oper- 

ations... .” 

“To measure performance against approved operating plans 

and standards. and to report and interpret | the results of 

operations to all levels of management 

3. “To measure and report on the validity of the objectives of 
the business and on the effectiveness of its policies, organ 
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ization structure and procedures in attaining those objec- 
tives. . 


4. “To report to government agencies, as required and to sup- 
ervise all matters relating to taxes.” 


5. “To interpret and report on the effect of external influences 
on the attainment of the objectives of the business. 


6. “To provide protection for the assets of the business.” 


Each of the above functions is expanded and commented upon in 
the light of the author’s experiences. For example, he points out that 
scientific controllership must necessarily begin at the top. With re- 
gard thereto, the first major function of controllership deals with 
the plan for operations. It is the controller’s function to establish 
through authorized management, a plan for the control of opera- 
tions. The key to effective controllership, the author contends, 
the phrase, “through authorized management”. The ability of the 
controller to work smoothly with the other members of the manage- 
ment team is essential to the success of the plan. Each of the five 
remaining functions of controllership is analyzed and discussed in a 
similar manner. 


Of particular interest to internal auditors is the author’s analysis 
of the protective phase of the controllership function. It is the con- 
troller’s function to provide protection for the assets of the business, 
a responsibility prevalent practically among all controllers. Included 
therein is responsibility for internal auditing and for the mainten- 
ance of adequate internal control. The author regards internal audit- 
ing as an extension of internal control and, as such, it belongs within 
the sphere of the controller’s activities. With respect to the practice 
of having the internal auditor reporting to the president, or even to 
the Board of Directors, the author has this to say: “Assuming the 
presence of responsible controllership, and an annual audit by an 
independent firm of public accountants such an arrangement is 
neither necessary nor desirable.” However, it should be pointed 
out. too, that this statement must be considered in the light of the 
author’s prescribed organizational status of the controller which 
places the controller at a policy-making level, responsible to the 
chief executive officer of the business. 


Lastly, the author deals with some of the lesser known qualifica- 
tions for the job of controller. While he mentions the requisites of 
education and training, he stresses the importance of temperament 
and attitude, both essential to effective controllership. Also, he points 
out some of the pitfalls of the job and how they may be averted. 


Internal Auditing Courses In American Colleges 


ROBERT H. VAN VOORHIS, Associate Professor, University of 


Alabama 
Published in the Accounting Review, October 1952 


At the outset, Professor Van Voorhis states that the American 
Accounting Association, in 1951 established a Committee on Cooper- 
ation with Tue Institute or Internat Auorrors. A project of this 
committee was a survey of internal auditing courses being given in 
a sample of our colleges. The results of that survey are presented in 
this article. 


Before reporting the actual] results, however, the author reviews the 
nature and function of internal auditing and he points out wherein 
internal auditing differs from public accounting. In outlining the 
scope of internal auditing, Professor Van Voorhis amplifies the func- 
tions of the internal auditor as outlined in Tue Instrrute’s State 
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ment of Responsibilities of the Internal Auditor. Especially well- 
presented is the author’s conception of the work of the internal 
auditor as contrasted with the work of the outside auditor. 


Continuing, the author describes what the content of a college course 
in internal auditing may well be. He emphasizes the fact that be- 
cause of the specialized nature of internal auditing. a college course 
devoted to the subject of internal auditing, alone, is warranted and 
to combine it with a course in general auditing does not do it justice. 
Professor Van Voorhis then mentions and describes some of the 
material available for use in teaching a course in internal auditing 
He mentions the educational activities of Tue Instirute or In- 
TERNAL Avprrors and the contributions of its members to the grow 
ing literature of internal auditing. 


Finally. Professor Van Voorhis gives the results of the committee’s 
1951 survey of internal auditing courses in American colleges. He 
states that the questionnaire was mailed to 135 representative col- 
leges and that replies were received from 95 colleges. The replies are 
summarized as follows: 
1. Sixteen colleges were offering internal auditing courses. 
2. Thirteen colleges were considering introducing such a 
course. 
3. Sixty-five colleges indicated that they were not offering a 
course in internal auditing nor planning to offer one in the 
near future. 


Other survey highlights pertaining, of course, to the colleges offer 
ing courses in internal auditing. deal with text books used, length 
of course, number of students. course prerequisites and teaching 


methods. 


Financial Organization for “Management by Exception” 
F. R. M. de PAULA, FCA 
Published in The Journal of Accountancy, September 1952 


The author of this article, Mr. de Paula, has been active in both 
an oa and public accounting in Great Britain. He presents here 
some English views on the kind of accounting organization and the 
type of personnel needed to provide top management with an effec- 
tive system of control in order to permit the exercise of “manage- 
ment by exception”. Prerequisite to such a system are budgetary 
control and standard costs. To administer the system, new manage- 
ment techniques closely akin to industrial engineering are called for 
and accountants must re-orientate their thinking to meet the de 
mands of managerial accounting. 


At the outset, the author describes the status and the function of 
the accounting organization. To head the accounting division would 
be a comproller who would occupy a position on the same level with 
heads of other main divisions. He would report to the managing 
director, and he would be responsible for such functions as finance. 
accounting, costing, organization and methods, and internal audits. 
His relationship to the divisional staff accountants would be func 
tional only; such staff men would report to the executives above 
them in their own divisions. There would be centralized control 
but decentralized responsibility. The author’s views on internal aud 
iting are especially interesting since they are so close to those held 
in our own country. He recognizes the importance of the work of 
the internal auditor but he warns its effectiveness can be lost if the 
internal auditor does not proceed in the right way. Such procedures 
as the discussion of his findings with representatives of local manage- 
ment. the inclusion in his report of their reactions and their plans 
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for corrective actions, if any, and the showing of his report to the 
local manager will go a long way towards increasing the smooth 
operation and the effectiveness of the internal audit department. 


Continuing, the author discusses the technique of standard costs and 
its importance to the success of the plan for the control of operations. 
Essential to making the system effective is its understanding at all 
levels of management. In this endeavor, accountants can do much 
by designing the system, helping to install it, and explaining it to all 
concerned. Thus, when variances from the standard or the pre-deter- 
mined plan occur, the system will disclose them and management 
can then take action. 


Finally, the author calls attention to some of the more technical 
factors to watch for in daily operations; utilization of available 
production capacity; financial capital required; production compared 
with budgets; etc. In fact, any information needed for control pur- 
poses should be passed on to top management and it is the comp- 
troller’s responsibility to see that management is provided with the 
right kind of information to “manage by exception”. 


Subject: General Principles of Systems Work 
By: ARTHUR B. TOAN, JR., C.P.A., Price, Waterhouse & Co. 
Published in The New York Certified Public Accountant, October 1952 


In this article the author gives consideration to the principles of 
system work from the standpoint of the systems man. He is mainly 
concerned with that type of system work which gets people to carry 
out objectives efficiently and effectively by using proper clerical 
methods and routines. For purposes of simplification, he sets forth 
three categories of principles which pertain to “systems work”. 
1. Principles involved in the clear and logical solution of a 
problem — any problem. 
2. Principles for handling the human relations involved in any 
process of change. 
3. Principles for acquiring specialized knowledge and experi- 
ence in the systems field. 


The author points out that the first group of principles is by far the 
most important and it is to those principles that he gives most atten- 
tion. He applies the principles of problem solving to a situation that 
might be encountered in a systems study and he outlines the steps 
taken in arriving at a solution. 


Continuing, the author discusses the second group of principles— 
which deal with the human relations aspect of systems work. Here 
he is concerned with the proper handling of the people who will 
be asked to change their usual ways of doing their jobs. The author 
points up the fact that it is normal for people to resist change and 
he describes ways in which such resistance can be reduced. 
Lastly, the author is concerned with what is required to become a 
good systems man. He points out the particular areas of a business 
with which he must become familiar. Finally. he describes the kind 
of technical knowledge that systems work calls for and the experi- 
ence needed to become a good systems man. 


Subject: A Planned Physical Inventory 
By: RUSSEL W. HARDY, General Motors Corp., Harrison, New Jersey 
Published in the NACA Bulletin, October 1952, Section | 


The author of this article, Russel W. Hardy, is Supervisor of In- 
ternal Audit for the Hyatt Bearings Division of General Motors 
Corp. In this article, Mr. Hardy deals with the importance of the 
planning factor as the key to a smooth inventory taking operation. 
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At the outset, the author lists the following five phases of the inven- 
tory problem: 


Education and instruction 
Responsibility 
Organization 

Supervision 

Audit 


Each of the above phases is then described and explained in detail. 
For example, the first phase includes the preparation of an inven- 
tory manual with a set of instructions for each employee concerned. 
Aside from its instructive purpose, the manual should also be educa- 
tional; it should explain the need for a physical inventory. The 
author feels strongly that the better the people concerned understand 
the objectives of inventory taking, the more accurate will be the 
final results of the whole operation. 


AS oPe- 


Of particular interest to internal auditors is the author’s discussion 
of the audit phase of the inventory problem. First, he describes the 
role of the outside auditor in physical inventory taking and the 
extent of the public accountant’s participation. Next, he discusses the 
internal auditor’s part in the physical inventory. Prior to the taking 
of the inventory. the Sesounell auditor should review inventory in- 
structions, plans, and the selection and adequacy of personnel. While 
the internal auditor may make some test counts, the author recom- 
mends that the internal auditor should concentrate on the broader 
aspects of the inventory such as the methods employed, coverage 
of all material and organization of inventory teams. In addition to 
the outside auditors and the internal auditors, it is a practice in 
the author’s company to assign accounting representatives as audi- 
tors who have the job of making test counts of the materials being 
inventoried. This on-the-spot audit is an additional safeguard and 
completes the three-fold audit program of the physical inventory 





The need and the desire to serve have always been and always will be a major 
motivating force of business. Neighbor competes with neighbor, and pretty ruggedly, 
too, but nearly always to the end of giving the consumer more and better products, 
superior service, higher value. This is the American tradition. The fact that it has 
built the highest standard of living the world has ever known is evidence, to me at 
least. that there is something more than a dream of profits behind the progress we 
have achieved and hope to achieve in the future. 


—Jervis J. Bans. 








THE ELEVENTH ANNUAL CONFERENCE 
OF THE 


INSTITUTE OF INTERNAL AUDITORS 


OCTOBER 19, 20, 21, 1952 
CHASE HOTEL, ST. LOUIS, MISSOURI 


HE Eleventh Annual Conference moved to the Middle West after 

a period of three years in the eastern part of the continent. The total 
registration of 600 included members from 36 chapters of Tue Instt- 
tTuTE—one of the members coming all the way from Manila. 


The Conference program was developed around the theme for the 
1951-52 Instirure year—Education and Service to Management. 


Sunday, October 19 


Following the plan of previous conferences, the first activity was 
three concurrent chapter activities meetings. The meeting for larger 
chapters was conducted by K. J. McBride of Chicago; medium-size chap- 
ters were handled by R. E. Noonan of Richmond and the meeting for 
small chapters was presided over by L. E. Dentinger of Louisville. 


These were informal discussion meetings at which chapter officers 
and representatives described the work of their chapters and exchanged 
ideas on the various phases of chapter work. 


The Twelfth Annual Business meeting followed the chapter activi- 
ties meetings, with reports from officers and committee chairmen. The 
report of the Nominating Committee proposed the following officers 
for Tue INstiruTE year ending May 31, 1953—and these were elected 
together with Regional Vice Presidents and Directors: 


President —Cuares J. Guesquiere, The Detroit Edison Co. 
2000 Second Avenue. Detroit, Michigan 

Vice President —Raymonp E. Noonan. Reynolds Metals Co. 
Reynolds Metals Bldg., Richmond. Virginia 


Secretary — Davin I. Mertney, Shell Oil Co. 
50 West 50 St.. New York City 
Treasurer —Perrer A. ScHLteENKER, Transfilm Inc. 


35 West 45th St., New York City 
80 


The Eleventh Annual Conference 81 
In the President's report, Mr. Cobb reviewed progress in the past 
year—highlights were— 
An increase in membership to 2,550 
An increase of five chapters to 44 


Development of our educational program with completion of case 
problem books and instructors’ manual 


Completion of book on internal control against fraud and waste. 


Newly-elected President Ghesquiere introduced the incoming offi 
cers and directors, after which the business meeting adjourned. 


* > * 
Sunday activities closed with a reception in the Zodiac Room for 


members, guests and their ladies. 


Monday, October 20 


TECHNICAL SESSION 
Presiding—Eucene F. Rarutrr, Eli Lilly & Co. 
“ON THE JOB TRAINING OF THE INTERNAL AUDITOR” 
By Wixu1aM R. Davies, U. S. Steel Co. 
“THE ROLE OF THE COLLEGE IN EDUCATING THE INTERNAL 
AUDITOR” 


By Pror. Russett H. Hasster, Harvard University 
“REPORT ON PRINCIPLES AND PRACTICES” 


By Frank B. Nicnuotson, Metropolitan Sand and Gravel Corp. 


* * * 


LUNCHEON 
Presiding—James B. Parker, /nternational Harvester Co. 


Address—By Joseru F. Hoiianp, Pevely Dairy Co. 


CONCURRENT INDUSTRY MEETINGS 


Automobile—Aircraft — Lawrence P. HourrHan 

Ford Motor Company 
Banking—Trust Companies — Puitie J. Manx 

First Federal Savings and Loan Assn. 
Chain—Department Stores — Rosert S. WILLIAMs 

Rexall Drug Company 
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Chemicals—Pharmaceuticals — Epcerton E. Franck 

Virginia-Carolina Chemical Corp. 
Food—Beverages —Joun G. Bittner 

General Foods Corp., Birds Eye Div. 
Machinery and Equipment — M. J. Suica 

Westinghouse Electric Corp. 





Insurance — Ropert M. Tracy 
National Life Insurance Company 
Mining—Metals — WituiaM R. Davies 
United States Steel Co. 
Petroleum —H. H. Borer 
Sun Oil Company 
Public Utilities — ALEXANDER J. Grecory 


Wisconsin Elecric Power Company 


BANQUET 


Following the custom of recent years, the banquet was a time of 
relaxation with excellent food, entertainment and dancing. 

The second annual Thurston Award, for the year’s outstanding 
paper in internal auditing, was presented by Herbert Cobb to Maurice 
Davies, president of Tulsa Chapter, for his article, Communication and 
Internal Control, in the Internal Auditor for September 1952. Victor 
Brink then presented a wrist watch to Herb Cobb on behalf of the 
membership for his leadership in the year just closed. 


* * * 


Tuesday, October 21 


An innovation at the Eleventh Annual Conference was a series of 
concurrent meetings, following lines of departmental or functional 
operation. Attendance was well-divided between the following eight 
sessions: 

CONTROL OF PAYROLL 

GLENN A. Corninc, General Motors Corp., Buick Motor Div. 
CONTROL OF MATERIALS AND SUPPLIES 

Donatp E. Dootey, Weyerhaeuser Timber Co. 


AUDITING OF COST AND OVERHEAD ALLOCATIONS 
A. Matcotm McVir, Jr., Eli Lilly & Co. 


CONTROL OF PROCUREMENT 


MarsHauy L. Lomparp, Western Electric Co. 
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CONTROL OF BRANCH OFFICES 
C. R. Brackwe.t, Kraft Foods Co. 


CONTROL OF FOREIGN OPERATIONS 
W. G. Proctor, Minnesota Mining and Manufacturing Co. 


AUDIT OF CONSTRUCTION CONTRACTS 
Crype Q. Morcan, The Standard Oil Co. of Ohio 


GOVERNMENTAL CONTRACTS AND RENEGOTIATION 
Dwicutr W. Presser, Chrysler Corp. 
LUNCHEON 

Presiding—Max W. Hurtcen, Anheuser-Busch, Inc. 


Address—By Roxtanp C. Benrens, St. Louis Union Trust 


* > * 


The closing session was again a general session, devoted to internal 
auditing from the management standpoint. 


* * * 


TECHNICAL SESSION 
Presiding—Vicror Z. Brink, Ford Motor Company 


PROGRESS OF THE INTERNAL AUDITOR IN GOVERNMENT 
ACCOUNTING 
Wa ter F. Frese, General Accounting Office 


THE FUTURE OF THE INTERNAL AUDITOR 
A. J. E. Cumin, Canada Packers Ltd. 


MANAGEMENT APPRAISAL OF THE INTERNAL AUDITOR 
Dante M. SHEEHAN, Monsanto Chemical Company 


* > * 


The conference closed with remarks by President Ghesquiere, who 
told of plans for the year to come and set the theme as: 


NEW FIELDS FOR INTERNAL AUDITING 


* * 
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THE CONFERENCE COMMITTEE 
St. Louis Chapter 


General Chairman — Ciarence T. ReENAupD 
Co-Chairman — Gitspert McDonatp 
Budget and Finance — Louis W. Byers 
Exhibits — Max W. Hurtcen 
Hotel Reservations — J. Lee FosHer 
Hotel Arrangements — Epwarp F. Parks 
Program — E. F. Conner 
Banquet — M. J. Riorpan 
Conference Papers -— A. M. Rance 
Registration — Atrrep V. DuNKIN 
Reception — L. J. Grave 
Hospitality — Witson P. JEANNELLE 
Functional Meetings —- CLarence N. HERMAN 
Industry Meetings — Witi1am E. Meni 
Promotion — Axvsert H. Van Gets 
Publicity — J. C. Meyers 
Special Events — O. R. Crow, Jr. 
Printing — C. M. EssMan 

> * * 

EXHIBITORS 


The scope of the conference was broadened by displays of office 
equipment from: 

AMERICAN PERFORATOR COMPANY 

Cummins Perrorator COMPANY 

DictaPHone Dictatinc MacHine CoMpANy 

FripEN CALCULATING COMPANY 

GESTETNER DUPLICATORS 

MarcHant CALCULATING MACHINE COMPANY 

NATIONAL CasH REGISTER COMPANY 

Ozauip Division or GENERAL ANILINE AND Fitm CoMPpANyY 

STANDARD Martine & Dupiicatinc MAcHINES 

Tue Topp Company 





SUBSCRIPTION ORDER 


Tue INTERNAL AupIToR, 
120 Wall Street, 

Room 3307, 

New York 5, N. Y. 


Please enter my subscription for THe INTERNAL AUDITOR 


| REE year(s) beginning with the issue for the 
quarter, at the rate of $4.00 per year. 


CS Sa es in payment thereof. 


BIS * ss sststarcsuicrobinccsunsscicapnacbceichanatstastatacdicsseal 





STATEMENT OF OWNERSHIP 


Statement of the ownership, management, circulation, etc., required by the Act of Congress 
of loge 24, 1912, as amended by the Acts of March 3, 1933, and July 2, 1946 of The Internal Auditor, 
published quarterly at Stamford, Connecticut, for September, 1948. 


State of Connecticut, | 
County of Fairfield 5 &- 


Before me, a Notary Public in and for the State and County aforesaid, personally appeared 
JEROME H. WALLSTON, who, having been duly sworn according to law, deposes and says that he is the 
Business Manager of The Internal Auditor and that the following is, to the best of his knowledge and 
belief, a true statement of the ownership, management, etc., of the aforesaid publication for the date 
shown in the above caption, required by the act of August 24, 1912, as amended by the acts of March 
3, 1933, and July 2, 1946 (section 537, Postal Laws and Regulations): 


1. That the names and addresses of the publisher, editor, managing editor, and business man- 
agers are: Publisher, The Institute of Internal Auditors, inc., New York, N. Y.; Editor, Max A. Kenyon, 
Brooklyn, N. Y.; Business Manager, Jerome H. Walliston, Stamford, Conn. 


2. That the owner is: The Institute of Internal Auditors, Inc., 120 Wall Streey, New York 5, 
N. Y., @ membership corporation. 


3. That the known bondholders, mortgagees, and other security holders owning or holding | 
percent or more of total amount of bonds, mortgages, or other securities are: None. 


4. That the two paragraphs next above, iving the names of the owners, stockholders, and 
security holders, if any, contain not only the list of stockholders as they appear upon the books of the 
company but also, in cases where the stockholder or security holder appears upon the books of the 
company as trustee or im omy other fiduciary relation, the name of the person or corporation for 
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affient’s full knowledge and ‘be ief as to the circumstances and conditions under which stockholders 
and security holders who do not appear upon the books of the company as trustees, hold stock and 
securities in 8 capacity other than that of a bona fide owner; and this affiant has no reason to believe 
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Sworn to and subscribed before me this 26th day of Feb., 1947. 


BEATRICE CODY 
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Internal Auditing Philosophy and Practice 


Edited by CHARLES J. FUE 
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